;■.-■    .-«  ,>' 


/ 


This  book  is  DUE  on  the  last  date  stamped  below. 


lOV  2 


\9^3 


^c  :  -  '^^  1 


\  < 


AUG     61942 


5m-8,'21 


Accountancy 

and 

Business   Management 


A  General  Rejerence  Work  on 


BOOKKEEPING,     ACCOUNTING,      AUDITING,      COMMERCIAL     LAW,      BUSINESS 

ORGANIZATION,     FACTORY     ORGANIZATION,      BUSINESS     MANAGEMENT, 

BANKING,     ADVERTISING,     SELLING,     OFFICE     AND    FACTORY 

RECORDS,     COST     KEEPING,     SYSTEMATIZING,  '  ETC. 


Prepared  by  a   Corps  oj 


AUDITORS,     ACCOUNTANTS,     ATTORNEYS,     AND    SPECIALISTS    IN    BUSINESS 
METHODS    AND    MANAGEMENT 


Illustrated  with  over  Fifteen  Hundred  Engravings 


SEVEN  VOLUMES 


CHICAGO 
AMERICAN  TECHNICAL  SOCIETY 

1921 


i-D^S^ 


) 


Copyright,  1000,  1920 

BY 

AMERICAN  TECHNICAL  SOCIETY 


Copyrighted  in  Great  Britain 
All  Rights  Reserved 


n  r 


Authors  and  Collaborators 


JAMES  BRAY  GRIFFITH 

Formerly  Head,  Dept.  of  Commerce,  Accountancy,  and  Business  Administration, 
American  School  of  Correspondence. 


ROBERT  H.  MONTGOMERY 

Of  tlie  Firm  of  Lybrand,  Ross  Bros.  &  Montgomery,  Certified  Public  Accountants. 

Editor  of  the  American  Edition  of  Dicksee's  Auditiug. 

Formerly  Lecturer  on  Auditing  at  the  Evening  School  of  Accounts  and  Finance 

of  the  University  of  Pennsylvania,  and  the  School  of  Commerce,  Accounts, 

and  Finance  of  New  York  University. 

^• 

ARTHUR  LOWES  DICKINSON,  F.  C.  A.,  C.  P.  A. 

Of  the  Firms  of  Jones,  Caesar,  Dickinson,  Wilmot  &  Company,  Certified  Public 
Accountants,  and  Price,  Waterhouse  &  Company,  Chartered  Accountants. 


WILLIAM  M.  LYBRAND,  C.  P.  A. 

Of  the  Firm  of  I-ybrand,  Ross  Bros.  &  Montgomery,  Certified  Public  Accountants. 

F.  H.  MACPHERSON,  C.  A.,  C.  P.  A. 

Of  the  Firm  of  F.  H.  Macpherson  &  Co.,  Certified  Public  Accountants. 

CHAS.  A.  SWEETLAND  ! 

Consulting  Public  Accountant. 

Author  of  "Loose-Leaf  Bookkeeping,"  and  "Anti-Confusfon  Business  Methods.' 

^• 

E.  C.  LANDIS 

Of  the  System  Department,  Btirroughs  .\dding  Machine  Company. 

JOHN  A.  CHAMBERLAIN,  A.  B.,  LL.  B. 

Of  the  Cleveland  Bar. 

Lecturer  on  Suretyship,  Western  Reserve  Law  School. 

Author  of  "Principles  of  Business  Law." 

GLENN  M.  HOBBS,  Ph.  D. 

Secretary  and  Educational  Director,  American  School  of  Correspondence. 
Formerly  Instructor  in  Physics,  University  of  Chicago. 
American  Physical  Society. 
Member,  Sigma  Xi  Society. 


Authors  and  Collaborators — Continued 


GEORGE  C.  RUSSELL 

Systematizer. 

Formcrlj-  Manager,  Systom  Department,  Elliott-Fisher  Company. 


OSCAR  E.  PERRIGO,  M.  E. 

Specialist  in  Industrial  Organization. 

Author  of  "Machine-Shop  Kconomics  and  Systems,"  etc. 


ANDREW  T.  BIERKAN,  LL.B.,  D.C.L. 

Instructor  in   the  Law   Department,  Yale  University. 

V' 

CHAS.  E.  HATHAWAY 

Cost  Kspcrt. 

Chief  Accountant,  Fore  River  Shipbuilding  Co. 

CHAS.  WILBUR  LEIGH,  B.  S. 

Associate  Professor  of  Mathematics,  Armour  Institute  of  Technology. 

C.  H.  HUNTER 

Formerly  Advertising  Manager,  Elliott-Fisher  Co. 

CHARLES  R.  BARRETT,  Ph.  B. 

Publicity  Editor,  American  School  of  Correspondence. 

Author  of  "Getting  a  Good  Job"  and  "Business  English  and  Correspondence.' 


H.  W.  QUAINTANCE,  LL.B.,  Ph.D. 

Head,  Accoimtancy  and  Business  Administration  Department,  .American  Schooi 
of  Correspondence. 

CHARLES  A.  MILLER,  JR. 

Formerly  Associate  Editor,  American  Technical  Society. 

WILLIAM  SCHUTTE 

Manager  of  Advertising,  National  Cash  Register  Co. 

WILLIAM  G.  NICHOLS 

General  Manufacturing  Agent  for  the  China  Mfg.  Co.,  The  Webster  Mfg.  Co., 

and  the  Pembroke  Mills. 
Author  of  "Cost  Finding"  and  "Cotton  Mills." 

*^ 
JESSIE  M.  SHEPHERD,  A.  B. 

Head,  Publication  Department,  American  Technical  Society. 


Authorities  Consulted 


THE  editors  have  freely  consulted  the  standard  technical  and  busi- 
ness literature  of  America  and  Europe  in  the  preparation  of  these 
volumes.  They  desire  to  express  their  indebtedness,  particularly, 
to  the  following  eminent  authorities,  whose  well-known  treatises  should  be 
in  the  library  of  everyone  interested  in  modern  business  methods. 

Grateful  acknowledgment  is  made  also  of  the  valuable  service  rendered 
by  the  many  manufacturers  and  specialists  in  office  and  factory  methods, 
whose  cooperation  has  made  it  possible  to  include  in  these  volumes  suit- 
able illustrations  of  the  latest  equipment  for  office  use;  as  well  as  those 
financial,  mercantile,  and  manufacturing  concerns  who  have  supplied 
illustrations  of  offices,  factories,  shops,  and  buildings,  typical  of  the  com- 
mercial and  industrial  life  of  America. 


JOSEPH  HARDCASTLE,  C.  P.  A. 

Formerly  Professor  of  Principles  and  Practice  of  Accounts,  School  of  Com- 
merce, Accounts,  and  Finance,  New  York  University. 
Author  of  "Accounts  of  Executors  and  Testamentary  Trustees." 

HORACE  LUCIAN  ARNOLD 

Specialist  in  Factory  Organization  and  Accounting. 

Author  of  "The  Complete  Cost  Keeper,"  and  "Factory  Manager  and  Accountant." 

JOHN  F.  J.  MULHALL,  P.  A. 

Specialist  in  Corporation  Accounts. 

Author  of  "Quasi  Public  Corporation  Accounting  and  Management." 

^• 

SHERWIN  CODY 

Advertising  and  Sales  Specialist. 

Author  of  "How  to  Do  Business  by  Letter,"  and  "Art  of  Writing  and  Speak- 
ing the  English  Language." 

^« 

FREDERICK  TIPSON,  C.  P.  A. 

Author  of  "Theory  of  Accounts." 

^• 

AMOS  K.  FISKE 

Associate  Editor  of  the  New  York  Journal  of  Commerce. 
Author  of  "The  Modern  Bank." 

JOSEPH  FRENCH  JOHNSON 

Dean  of  the  New  York  University  School  of  Commerce,  Accounts,  and  Finance. 
Editor,  The  Journal  of  Accountancy. 
Author  of  "Money,  Exchange,  and  Banking." 


Authorities  Consulted— Continued 


M.  U.  OVERLAND 

Of  the  New  York  Bar. 

Author  of  '•Classitied  Corporation  Laws  of  All  the  States." 

^• 
THOMAS  CONYNGTON 

Of  the  New  York  Bar. 

Author  of  "Corporate  Management,"  "Corporate  Organization."  "The  Modem 
Corporation,"  and  "Partnership  Relations." 

THEOPHILUS  PARSONS,  LL.  D. 

Author  of  "The  Laws  of  Business." 

*>• 

T.  E.  YOWNG,  B.  A.,  F.  R.  A.  S. 

Ex-President  of  the  Institute  of  Actuaries. 
Member  of  the  Actuary  Society  of  America. 
Author  of  "Insurance." 

LAWRENCE  R.  DICKSEE,  F.  C.  A. 

Professor  of  Accounting  at  the  University  of  Birmingham. 
.Author   of    ".\dvanced    Accounting,"    "Auditing,"    "Bookkeeping    for   Company 
Secretary." 

V» 
FRANCIS  W.  PIXLEY 

Author  of  "Audltor.s,  Their  Duties  and  Responsibilities,"  and  "Accountancy." 


CHARLES  U.  CARPENTER 

General  Manager,  The  Herring-Hall-Marvin  Safe  Co. 
Formerly  General  Manager,  National  Cash  Register  Co. 
-■Viithor  of  "Profit  Making  Management." 

C.  E.  KNOEPPEL 

Specialist  in  Cost  Analysis  and  Factory  Betterment. 

Author  of  "Systematic  Foundry  Operation  and  Foundry  Costing."  "Maximum 
Production  through  Organization  and  Supervision,"  and  other  papers. 


HARRINGTON  EMERSON,  M.A. 

Consulting  Engineer. 

Director  of  Organization  and  Betterment  Work  on  the  Santa  Fe  System. 

Originator  of  the  Emerson  Efficiency  System. 

Author  of  "Efficiency  as  a  Basis  for  Operation  and  Wages." 

^« 
ELMER  H.  BEACH 

Specialist  in  Accounting  Methods. 

Editor,  Beach's  Magazine  of  Buniness. 

Founder  of  The  Bookkeeper. 

Editor  of  The  American  Business  and  Accounting  Encyclopedia. 


Authorities  Consulted— Continued 


J.  J.  RAHILL,  C.  P.  A. 

Member,  California  Society  of  Public  Accountants. 
Author  of  "Corporation  Accounting  and  Corporation  Law." 


FRANK  BROOKER,  C.  P.  A. 

Ex-New  York  State  Examiner  of  Certified  Public  Accoimtants. 
Ex-Prosident,  American  Association  of  Public  Accountants. 
Author  of  "American  Accountants'  Manual." 


CHARLES  WALDO  HASKINS,  C.  P.  A.,  L.  H.  M. 

Author  of  "Business  Education  and  Accountancy." 

JOHN  J.  CRAWFORD 

Author  of  "Bank  Directors,  Their  Powers,  Duties,  and  Liabilities." 

DR.  F.  A.  CLEVELAND 

Of  the  Wharton  School  of  Finance,  University  of  Pennsylvania. 
Author  of  "Funds  and  Their  Uses." 

"*• 
CHARLES  BUXTON  GOING 

Managing  Editor  of  The  Engineering  Magazine. 
Associate  in  Mechanical  Engineering,  Columbia  University. 
Corresponding  Member,   Canadian   Mining  Institute. 
Author  of  "Principles  of  Industrial  Engineering." 

E.  ST.  ELMO  LEWIS 

Advertising  Manager,  Burroughs  Adding  Machine  Company. 
Formerly  Manager  of  Publicity,  National  Cash  Register  Co. 

Author   of   "The   Credit   Man   and    His    Work,"    "Financial    Advertising,"    and 
"Getting  the  Most  Out  of  Business." 

^« 
CLINTON  E.  WOODS,  M.  E. 

Specialist  in  Industrial  Organization. 
Formerly  Comptroller,  Sears,  Roebuck  &  Co. 

Author  of  "Organizing  a  Factory,"  "Unified  Accounting  Methods,"  and  "Woods' 
Reports." 

CHARLES  E.  SPRAGUE,  C.  P.  A. 

President  of  the  Union  Dime  Savings  Bank,  New  York. 

Author  of  "The  Accountancy  of  Investment,"  "Extended  Bond  Tables,"  "Phi- 
losophy of  Accounts,"  and  "Problems  and  Studies  in  the  Accountancy  of 

Investment." 

WALDO  P.  WARREN 

Author  of  "Thoughts  on  Business." 


Authorities  Consulted— Continued 


L.   B.  MOFFATT 

Director  of  I'ieroe  School,  Philailt>lt)hia. 

Author  of  "Mnnual  of  Bookkoi^ping  and  Accounting." 


LEON  CARROLL  MARSHALL 

Dean  of  the  School  of  Commerce  and  Administration,  University  of  Chicago. 
Author  of  ■•Readings  in  Industrial  Society." 

LEO  GREEXDLINGER.  M.  C.  S. 

Instructor   in    Accountancy    in    School    of   Commerce,   Accounts,   and    Finance, 

New  York  University. 
Editor  of  C.  P.  A.  Question  Department  of  the  Journal  of  Accouniancy. 
Author  of  "Accounting  Problems." 

^« 
HERBERT  G.  STOCKWELL 

Author  of  "Essential  Elements  of  Business  Character,"  and  "Net  Worth  and 
the  Balance  Sheet." 

^« 
HUGO  DIEMER,  M.  E. 

Professor  of  Industrial  Engineering,  Pennsylvania  State  College. 
Author  of  "Factory  Organization  and  Control." 

HARRY  M.  ROWE,  Ph.  D. 

Author  of  "Commercial  and  Industrial  Bookkeeping,"  "Business  and  Office 
Practice,"  "Business  Bookkeeping  and  Practice,"  and  "Bookkeeping  and 
Accounting." 

^• 

ROY  B.  KESTER,  C.  P.A. 

Instructor,  School  of  Commerce,  Columbia  University. 

Author  of  "Accounting  Theory  and  Practice,"  and  "Elements  of  Accounting." 

^• 

PAUL  J.  ESQUERRE 

Author  of  "Applied  Theory  of  Accounts,"  and  "Problems  Involving  the  Appli- 
cation of  the  Theory  of  Accounts." 


EDWARD  P.  MOXEY,  JR.,  A.M.,  Ph.D.,  C.  P.  A. 

Professor  of  Accounting,  University  of  Pennsylvania. 

Author  of  "Accounting  Systems,"  and  "Principles  of  Factory  Cost  Keeping." 

WALTER  D.  SCOTT.  Ph.D. 

Formerly  Professor  of  Psychology,  Northwestern  University. 

Author  of  "Influencing  Men   in   Business."   "Increasing   Human   Efficiency    in 
Business,"  and  "The  Psychology  of  Advertising." 

W.  R.  BASSETT 

Author  of  "When  the  Workman  Helps,"  and  "Accounting  as  an  Aid  to  Busi- 
ness Profits." 


Authorities  Consulted — Continued 


FRED  A.  KRAFFT,  C.  E. 

Assistant  Director,  Labor  Department,  Alfred  Decker  &  Cohn,  Chicago. 
Formerly    Head    Employment    and    Safety    Engineering,    American    School    of 

Correspondence,  Chicago. 
Author  of  "Sources  of  Labor,"  "Safeguarding  Selection,"  and  "Systems  and 

Policies." 
(See  "Employment  Management  and  Safety  Engineering,"  American  School  of 

Correspondence. ) 

DUDLEY  R.  KENNEDY,  LL.  B. 

Counselor  in  Labor  Employment  and  Industrial  Relations  Problems,  Philadel- 
phia. 
Author   of   "Labor   Turnover,"    "Organization   of   Department,"   and   "Employ- 
ment Management." 
(See  "Employment  Management  and  Safety  Engineering,"  American  School  of 
Correspondence. ) 

^« 
WALTER  D.  STEARNS,  E.  E. 

Secretary,  Occupation  and  Rates  Committee,  Westinghouse  Electric  &  Manu- 
facturing Co.,  East  Pittsburgh,  Pa. 
In  Charge  Development  Work  in   Shop,  Westuighouse  Electric  and  Manufac- 
turing Co. 
Author  of   "Job  Analysis." 

(See  "Employment  Management  and  Safety  Engineering,"  American  School  of 
Correspondence. ) 

^* 
ARTHUR  H.  YOUNG 

Manager   Industrial   Relations,   International   Harvester   Company,   Chicago. 
Author  of  "The  Employment  Field." 

(See  "Employment  Management  and  Safety  Engineering,"  American  School  of 
Correspondence. ) 

GEORGE  A,  Mcdonald,  B.  S.  in  Economics,  and 

IRVING  D.  ROSSHEIM,  B.  S.   in  Economics,   LL.  D. 

Instructors  in  Wharton  School  of  Finance  and  Commerce,  University  of  Penn- 
sylvania. 
Authors  of  "\   First  Year  in  Bookkeeping  and  Accounting." 

^- 

CHARLES  MCK.  VAN  CLEVE 

Author  of  "Principles  of  Double-Entry  Bookkeeping." 

^« 
CLARENCE  M.  DAY 

Author  of  "Accounting  Practice." 

HENRY  R.  HATFIELD 

Dean  of  the  College  of  Commerce,  University  of  California. 
Author  of  "Modern  Accounting." 

C.  E.  LADD 

Author  of  "Farm  Bulletin  No.  572,"  United  States  Dept.  of  Agriculture. 


Authorities  Consulted — Continued 


JOIIX  W.  SCHULZE 

Author  <if  •■'J'lip  Amerifim  Oflicc,"  an<l  "Arcounting  Practice." 

ST.  CLAIR  V.  Mckenzie 

Author  of  •■'Php  Modom  Halanco  Slioot." 

JOHN'  F.  FOWLER 

.\nthor  of  "Export   IIoiisos." 

GEORGE  LISLE 

Author  of   "Accounting  in   Theory    and    Practico,"   and    "Account   Keeping   In 

I'rinciplo  and  Practice." 
Editor  of  "Encyclopedia  of  .Accounting." 


STIRLING  H.  BUNNELL,  Ph.  B.,  M.  E. 

.\uthor  of  "Cost  Keeping  for  Manufacturing  Plants." 

^• 

ROGER  N.  CARTER 

.\uthor  of  ".Vdvanced  Accounting." 

LIONEL  C.  CROPPER 

-Author  of  "liookkoeping  and  .Accounting." 

^* 
ERNEST  W.  HUFFCUT 

Dean  of  the  Cornell  University  College  of  Law. 
Author  of  "The  Elements  of  P>usiness  Law." 


HARRY  C.  BENTLEY,  C.  P.  A. 

Fellow  of  the  American  Association  of  Public  Accountants. 
Author  of  "The  Science  of  Accounts,"  and  "Corporate  I'^inanco  and  .Account- 
ing." 

^» 
D.  A.  KEISTER 

Author  of  "Corporation  Accounting  and  -Auditing." 

.  ^• 

A.  HA^HLTON  CHURCH 

.Author  of  "The  Proper  Distribution  of  Expense  Burden." 

FRANK  E.  WEBNER,  C.  P.A. 
Author  of  "Factory  Costs." 


Foreword 


WITH  the  unprecedented  increase  in  our  commer- 
cial activities  has  come  a  demand  for  better 
business  methods.  Methods  which  were  adequate 
for  the  business  of  a  less  active  commercial  era  have  given 
way  to  more  elaborate  systems  and  countless  labor-saving 
ideas  in  keeping  with  the  financial  and  industrial  progress 
of  the  world. 

C  Out  of  this  progress  has  risen  a  new  literature — the 
literature  of  business.  But  with  the  rapid  advancement  in 
the  science  of  business  its  literature  can  scarcely  be  said  to 
have  kept  pace,  at  least,  not  to  the  same  extent  as  in  other 
sciences  and  professions.  Much  excellent  material  dealing 
with  special  phases  of  business  activity  has  been  prepared, 
but  this  is  so  scattered  that  the  student  desiring  to  acquire 
a  comprehensive  business  library  has  found  himself  con- 
fronted by  serious  difficulties.  He  has  been  obliged,  to  a 
great  extent,  to  make  his  selections  blindly,  resulting  in 
many  duplications  of  material  without  securing  needed  in- 
formation on  important  phases  of  the  subject,  except  at  the 
sacrifice  of  much  time  and  patience. 

^  In  the  belief  that  a  demand  exists  for  a  library  which 
shall  embrace  the  best  practice  in  all  branches  of  business — 
from  buying  to  selling,  from  simple  bookkeeping  to  the 
administration  of  the  financial  affairs  of  a  great  corpora- 
tion— these  volumes  have  been  prepared.  Prepared  pri- 
marily for  home  study,  the  authors  have  striven  for  sim- 
plicity and  directness  of  style  and  have  used  a  large  num- 
ber of  practical  problems  to  further  illuminate  the  text. 
In  addition  to  the  purely  accounting  and  management 
phases,  the  newly  developed  subject  of  Income  Tax  has 
received  adequate  treatment. 


41,  Editors  and  writors  liave  been  selected  because  of  their 
familiarity  with,  and  experience  in  handling  various  sub- 
jects pertaining  to  Commerce,  Accountancy,  and  Business 
Administration.  Writers  with  practical  business  experience 
have  received  preference  over  those  with  theoretical  train- 
ing; practicability  has  been  considered  of  greater  impor- 
tance than  literary  excellence. 

C  These  volumes  are  oflfered  with  the  confident  expectation 
that  they  will  prove  of  great  value  to  the  trained  man  who 
desires  to  become  conversant  with  phases  of  business  prac- 
tice with  which  he  is  unfamiliar,  and  to  those  holding 
advanced  clerical  and  managerial  positions. 
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THEORY  OF  ACCOUNTS 

PART  I 


1.  Objects  of  Bookkeeping.  Bookkeeping  is  the  art  of 
recording  the  transactions  of  a  business  in  a  manner  that  makes 
it  possible  to  determine  the  accm*acy  of  the  records. 

The  objects  of  bookkeeping  are: 

(a)     To  exhibit  a  record  of  the  separate  transactions  of  a  business. 
(6)     To  furnish  statistical  information  in  respect  to  any  particular  class 
of  transactions. 

(c)  To  exhibit  the  financial  standing  or  condition  of  a  business. 

(d)  To  provide  means  whereby  the  manager  of  a  business  may  deter- 
mine with  a  reasonable  degree  of  certainty  what  procedure  promises  best 
for  the  future. 

When  properly  assembled  the  bookkeeping  records  become 
accounts  (for  definition,  see  Dictionary  of  Commercial  Terms). 

If  correct  methods  are  used,  the  bookkeeping  records  will  be 
assembled  or  grouped  in  a  manner  to  show  their  exact  nature  and 
their  bearing  on  the  status  of  the  business,  or  the  standing  of  the 
account. 

2.  Debit.  The  term  debit  designates  those  items  in  an 
account  representing  values  with  which  we  have  parted,  or  trans- 
ferred to  another  person  or  account.  Debits  are  always  placed 
on  the  left  side  (or  in  the  left-hand  column)  of  an  account. 
Debits  to  persons  are  of  the  following  classes:  (a)  The  transfer 
of  merchandise;  (6)  The  rendering  of  services;  (c)  The  use  of 
something  of  value. 

Examples. 

(a)  We  sell  to  John  Doe  two  tons  of  coal  at  $7.50  per  ton. 
We  debit  his  account  with  the  amount. 

(6)  We  render  services  to  Thos.  Ryan  for  which  he  is  to  pay 
us  a  stated  fee.     We  debit  his  account  with  the  amount  of  the  fee. 

(c)  We  are  to  pay  rent  for  the  use  of  our  offices.  Our  land- 
lord debits  us  with  the  amount. 

3.  Credit.  The  term  credit  designates  those  items  in  an 
account  representing  value  which  we  have  received  or  which  has 
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been  transferred  to  us.  Credits  are  always  placed  on  the  right 
side  (or  in  the  right-hand  column)  of  an  account.  Credits  to 
persons  are:  (a)  The  receipt  of  merchandise  or  money;  (6)  The 
rendering  of  services;  and  (c)  The  use  of  something  of  value. 
Examples,  (a)  John  Doe  pays  us  $10.00  on  account.  We 
credit  his  account  with  the  amount. 

(b)  Our  attorney  makes  a  charge  for  legal  services.  We 
credit  his  account  with  the  amount. 

(c)  We  rent  or  lease  property  to  another;  and  when  pay- 
ment is  made,  we  credit  his  account. 

4.  Determining  Debit  and  Credit  Items.  The  determina- 
tion of  when  a  debit  or  a  credit  entry  is  required  in  any  case  is 
best  learned  from  studying  standard  entries.  There  is  no  reliable 
simple  rule  that  will  not  prove  more  a  snare  than  a  help.  In 
general,  an  account  is  to  be  debited  for  the  value  of  whatever  is 
invested  or  turned  into  it  and  to  be  credited  for  the  value  of 
whatever  it  yields  or  is  taken  from  it. 

5.  Balance.  \Mien  the  two  sides  of  an  account  differ  in 
amount,  it  is  said  to  show  a  balance.  If  the  debit  side  of  the 
account  is  the  larger,  the  difference  is  a  debit  balance.  If  the 
credit  side  is  the  larger,  the  difference  is  a  credit  balance. 

METHODS  OF   BOOKKEEPING 

6.  There  are  but  two  methods  or  systems  of  bookkeeping, 
and  they  are  known  as  single  entry  and  double  entry.  No  matter  in 
what  form  bookkeeping  records  are  kept,  the  method  must  be 
either  single  or  double  entry. 

7.  Single  Entry.  Single  entry  is  best  adapted  for  use  in 
small  establishments  where  the  proprietor  can  personally  oversee 
and  control  the  business  in  detail  and  where  a  meager  education 
disqualifies  him  for  handling  the  more  complex  double  entry. 

Single  entry  keeps  account  only  with  persons  and  makes  only  one 
entry,  a  debit  or  a  credit,  for  each  transaction  with  any  person. 

8.  Double  Entry.  Double  entry  keeps  account  both  with  per- 
sons and  with  ventures.  If  we  sell  a  given  quantity  of  a  commodity, 
we  part  with  it,  and  the  sale  takes  from  or  decreases  the  value  of  that 
particular  commodity  in  our  possession.     If  we  sell  for  cash,  the 
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transaction  adds  to  our  cash  possessions ;  while  if  the  value  of  the  com- 
modity is  debited  or  charged  to  the  account  of  a  customer,  it  adds  to 
the  amount  we  are  to  receive  from  that  customer. 

9.  Principle  of  Double  Entry.  Double  entry  is  a  system  of 
debits  and  credits.  One  writer  expresses  it  as  a  system  of  opposing 
contra  things. 

The  fundamental  principle  of  double  entry  is  thai  there  must  be  a 
corresponding  credit  for  every  debit. 

Example — When  we  sell  John  Doe  two  tons  of  coal,  we  debit 
his  account;  but  we  have  decreased  the  value  of  our  stock  of  coal,  and 
to  complete  the  double  entry,  we  credit  coal  account  (or  Merchandise, 
as  the  account  representing  our  stock  in  trade  is  sometimes  known). 
When  he  pays  us  money,  we  credit  his  account,  and  debit  cash, 

10.  Advantages  of  Double  Entry.  The  principal  advantages 
of  double  entry  bookkeeping  are  that  the  system  permits  of  making 
an  accurate  exhibit  of  the  standing  of  the  business;  it  exhibits  the  prof- 
its and  losses;  it  shows  the  sources  of  profits  and  the  causes  of  losses; 
it  permits  of  proof  of  the  accuracy  of  the  records. 
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1 1 .  Account  books  are  ruled  with  special  forms  which  adapt  them 
to  bookkeeping  records.  The  forms  of  ruling  are  many  and  varied  to 
suit  the  requirements  of  different  classes  of  business.  Rulings  for 
double  entry  bookkeeping  do  not  differ  materially  from  those  used  in 
single  entry.  For  double  entry,  at  least  two  amount  columns  must  be 
provided — one  for  debits,  and  one  for  credits. 

The  most  common  form  of  ruling  is  known  as  jovmal  ruMng. 
A  book  with  this  ruling  is  also  known  as  a  jou/rnal  ledger. 

The  words  in  parentheses  explain  the  purpose  of  the  different 
columns.     The  abbreviations  Dr,  (debit)  and  Cr.  (credit)  are  some- 
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times  written  at  the  liead  of  the  amount  column;  but  most  book- 
keepers omit  them,  as  the  position  of  the  cohunns  indicates  their 
purpose.  If  it  is  desired,  in  any  case,  to  keep  record  of  the 
transactions  pertaining  to  my  account  in  chronological  order,  this 
may  be  accomplished  by  use  of  what  is  known  as  the  journal 
form  of  ledger,  as  illustrated  in  the  following  examples. 
For  the  standard  form  of  ledger  see  bottom  of  page  8. 
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EXAMPLES  FOR  PRACTICE 

1.  On  journal  ruled  paper,  which  can  be  procured  at  any  sta- 
tioner's, write  up  the  account  of  John  Doe  as  per  example  given  in 
Articles  2  and  3. 

2.  Write  up  the  account  of  John  Doe,  showing  also  the  accounts 
necessary  to  complete  the  double  entry,  as  per  example  in  Article  1 1 . 

3.  Write  up  the  accounts  covering  the  following  transactions, 
by  the  single  entry  method: 

Nov.  16.  Sold  to  James  Stevenson  4  cords  of  wood,  at  $4.75  per 
cord.     Sold  to  Andrew  White  2|  tons  of  coal,  at  $6.00  a  ton. 


Sold  to  Wm.  Johnson  1  ton  of  coal,  at  $7.00  a  ton. 
Received  from  James  Stevenson  $12.00  cash,  to  apply 


Nov.  17. 

Nov.  19. 
on  account. 

Nov.  20.  Received  from  Wm.  Johnson  $7.00  in  payment  of 
account. 

4.  Write  up  the  same  accounts  by  the  double  entry  method, 
using  a  merchandise  account  to  represent  all  classes  of  merchandise 
sold. 

CLASSES  OF  ACCOUNT  BOOKS 

12.  Account  books  are  of  two  classes:  (a)  those  in  which  com- 
plete records  of  transactions,  or  complete  accounts,  are  kept;  {b)  those 
which  contain  particulars  of  individual  transactions  which  must  after- 
ward be  transferred  to  books  of  the  (a)  class. 

Books  of  the  (a)  class  are  known  as  'princi'pal  books  or  books  of 
record;  that  is,  they  contain  the  final  or  permanent  record  of  an  account. 

Books  of  the  (&)  class  are  of  two  kinds:  (ba)  books  of  original 
entry;  (bb)  auxiliary  books. 

Any  book  which  contains  the  first  (or  original)  record  of  a  trans- 
action is  a  book  of  original  entry  (ba). 

ORDER    BOOK 


DATE 

JUlNIfTf 

ARTICLES                                                      1   PBlcel       AMOU^4T 

1 

1 

'■ 
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Any  book  in  which  recordvS  contained  in  books  of  original  entry 
(bo)  aiv  ajvsembled,  to  be  transferred  later  to  principal  books  (a),  is  an 
auxihnry  book. 

Any  book  used  for  tlie  purpose  of  assembling  statistical  informa- 
tion is  an  auxiliary  book. 

The  books  most  commonly  used  in  double  entry  bookkeeping  are: 
Order  Book,  Day  Book,  Cash  Book,  Journal,  Sales  Book,  Purchase 
Book,  Ledger. 

13.  Order  Book.  An  Order  Book  is  a  book  of  original  entry  in 
which  is  entered  a  record  of  each  order  or  request  for  the  shipment  or 
delivery  of  merchandise.  The  record  shows  the  name  and  address  of 
the  customer,  the  kinds  and  quantities  of  goods  wanted,  and  the  prices 
at  which  they  are  to  be  sold. 

The  ruling  of  the  order  book  varies  according  to  the  nature  of  the 
business.     A  simple  form  of  ruling  is  shown. 

14.  Day  Book.  A  Day  Book  is  a  book  of  original  entry  in 
wliich  are  entered  full  particulars  of  each  completed  transaction. 
These  records  are  afterwards  assembled  in  auxiliary  books,  from 
which  they  are  transferred  to  the  principal  books. 

DAY     BOOK 


(explanation) 


(UflduN.T) 


The  use  of  the  day  book  was  formerly  universal,  but  it  has  been 
discarded  by  modern  bookkeepers  as  its  use  involves  unnecessary 
labor.  The  records  formerly  kept  in  the  day  book  are  now  made 
directly  in  certain  books  then  known  as  auxiliary,  which  makes  of 
them  books  of  original  entry.     The  ruling  of  the  day  book  is  shown 

15.  Cash  Book.  A  Cash  Book  is  a  book  of  original  entry  con- 
taining records  of  all  transactions  which  involve  either  the  receipt  or 
payment  of  cash.  The  records  in  the  cash  book  are  in  fact  a  complete 
account  with  cash.  We  debit  cash  for  all  money  received,  and  credit 
cash  with  all  money  paid  out;  therefore,  the  diflference  between  the 
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total  footings  of  the  debit  and  credit  sides  of  the  cash  book  shows  the 
amount  of  cash  which  we  should  have  on  hand.  Since  we  cannot 
pay  out  more  than  we  receive,  the  debit  side  should  be  the  larger,  un- 
less both  sides  are  equal,  which  shows  that  we  have  paid  out  all  the 
cash  received. 

The  amounts  entered  on  the  debit  side  of  the  cash  book  are 
transferred  (or  fosted)  to  the  credit  side  of  the  account  of  the  one  from 
whom  the  cash  is  received. 

The  amounts  entered  on  the  credit  side  of  the  cash  book  are 
posted  to  the  debit  side  of  the  account  of  the  one  to  whom  the  cash  is 
paid. 

CASH     RECEIVED  . 


(date; 

FOUC 

(FROM    WHOM) 

(explamatiOn) 

fn 

rEMS}_ 

_(TOTALS) 

. 

> 

*                      CASH   PAID  OUT 

(date' 

FOLIO 

(                  (TO    WHOM) 

rEXT^l-ANATION)                     (  1  " 

PEMS) 

(LOl 

PALS}, 

There  are  many  special  forms  of  ruling  for  cash  books,  with 
separate  columns  for  entering  certain  classes  of  receipts  and  payments 
of  a  special  nature.  The  ruling  of  the  cash  book  should  be  made  to 
meet  the  requirements  of  the  business  in  which  it  is  to  he  used.  A 
simple  form  of  ruling  is  shown. 

It  will  be  noted  that  the  left-hand  page  is  used  for  the  debit  side, 
while  the  right-hand  page  is  used  for  credits.  This  is  the  only  account 
kept  with  cash.  (See  page  19.) 
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16.  Journal.  A  Journal  is  a  hook  in  which  separate  transac- 
tions are  entered  in  a  manner  to  preserve  the  balance  necessary  in 
double  entry — that  is,  showing  the  proper  debit  and  credit  for  each 
transaction.  The  journal  is  used  for  maldng  adjusting  entries,  and 
it  was  formerly  the  custom  to  copy  into  this  book  from  the  day  book 
the  particulars  of  every  transaction.  Records  are  now  made  in  the 
journal  directly,  which  makes  it  a  book  of  original  entry. 

The  records  in  the  joiunial  are  transferred  or  posted  to  the  debit 
and  credit  sides  of  the  accounts  which  they  represent. 

The  journal  is  frequently  combined  with  the  cash  book,  and  is 
then  called  a  cash  journaL  An  ordinary  form  of  journal  ruling  is 
shown  with  opening  and  other  entries  on  page  18. 

17.  Sales  Book.  A  Sales  Book  is  an  auxiliary  book  in  which  is 
kept  a  record  of  all  goods  sold,  showing  name  of  purchaser,  quantity 
and  kind  of  articles,  prices,  and  amounts. 

A  sales  book  is  a  journal  of  sales.  The  amounts  of  individual 
sales  are  posted  (transferred)  to  the  debit  side  of  the  accounts  of  the 
purchasers.  The  footings  of  the  sales  book  are  carried  forward  until 
the  end  of  the  month,  when  the  total  amount  is  posted  as  one  item  to 
the  credit  side  of  the  merchandise  account,  completing  the  double  entry. 

The  merchandise  account  has  been  universally  used  in  the  past, 
all  purchases  being  debited  and  all  sales  credited  to  this  account. 
Certain  other  accounts  (which  will  be  explained  later)  are  now  recom- 
mended by  leading  accountants,  to  take  the  place  of  the  merchandise 
account. 

Sales  books  are  usually  ruled  to  meet  the  special  needs  of  each 
business,  separate  columns  being  provided  for  a  record  of  special 
classes  of  sales,  or  sales  of  special  kinds  of  goods.      (See  page  30.) 

18.  Purchase  Book.  A  Purchase  or  Invoice  Book  is  the  op- 
posite of  the  sales  book,  being  used  for  a  record  of  all  purchases  made. 
Like  the  sales  book,  the  totals  are  carried  forward  to  the  end  of  the 

- NAME  OF  ACCOUNT . 


CR. 


(DATE)  (items)  (FOUO)    (AMOUNT)  (DATE)  (ITEMS)  (FOUfl)   (AM 
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month,  and  posted  as  one  item  to  the  debit  side  of  the  merchandise 
account.  The  amounts  of  the  separate  transactions  are  posted  daily 
to  the  credit  of  the  persons  from  whom  the  goods  are  purchased. 

The  purchase  book  is  a  purchase  journal,  and  the  ruHng  is  the 
same  as  that  of  other  journals.  (See  page  31.) 

19.  Ledger.  The  Ledger  is  the  principal  book,  in  which  par- 
ticulars of  every  transaction  of  every  nature  are  summarized.  It  is,  in 
fact,  a  transcript  of  all  other  books  of  the  business  except  those  used 
solely  for  statistical  purposes. 

The  ledger  is  the  book  which  contains  the  final  or  complete 
records  of  all  dealings,  either  with  an  individual  or  with  respect  to  a 
specific  class  of  transactions — as  expenditures  for  a  certain  purpose,  or 
receipts  of  a  given  character,  or  sales  of  a  given  kind  of  goods. 

A  transcript  of  the  ledger  accounts  exhibits  the  progress  and 
standing  of  the  business. 

Like  other  books,  ledgers  are  now  made  with  special  forms  of 
ruling,  depending  on  the  purpose  for  which  they  are  to  be  used.  The 
old  style  or  common  form  of  ledger  ruling  is  shown  (p.  8). 

20.  Invoice  or  Bill.  An  Invoice  or  Bill  is  an  itemized  statement 
or  record  of  goods  sold  by  one  person  to  another.  The  invoice  or  bill 
is  used  in  every  line  of  business.  The  conventional  form  of  invoice 
is  so  well  known  that  it  needs  no  discussion. 

RECORDING  TRANSACTIONS 

21.  The  records  of  transactions  in  the  journal  which  show  what 
accounts  are  debited  and  what  accounts  are  credited  are  called  journal 
entries.     The  act  of  making  these  entries  is  known  as  journalizing. 

It  was  formerly  the  custom  to  journalize  each  individual  trans- 
action from  the  day  book,  but  in  modern  bookkeeping  the  journal  is 
used  only  for  adjusting  and  special  entries. 

22.  Posting.  When  the  record  of  a  transaction  is  transferred 
to  the  ledger  from  a  book  of  Class  (h),  It  is  said  to  be  posted.  The  act 
of  making  the  transfer  is  called  posting. 

The  original  method  was  to  itemize  all  transactions  in  the  ledger, 
but  the  present  custom  is  to  post  the  totals  only. 

23.  WTien  a  record  is  transferred  from  one  book  of  Class  (6)  to 
another,  or  posted  to  the  ledger,  the  page  number  of  the  book  to  or 
from  which  it  is  transferred  or  posted  is  entered  in  the  column  known 
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as  the  folio  column.  This  is  done  that  the  transaction  may  be  traced 
from  one  book  to  another.  The  presence  of  the  page  number  also 
serves  as  a  check  to  show  that  the  item  has  been  posted. 

Example — An  item  is  to  be  posted  from  page  1  of  the  sales  book 
to  page  10  of  the  ledger.  In  the  folio  column  of  the  ledger  will  be 
entered  "S  1"  indicating  that  the  item  will  be  found  on  page  1  of  the 
sales  book.  In  the  folio  column  of  the  sales  book  will  be  entered  "10" 
indicating  that  the  item  has  been  posted  to  page  10  of  the  ledger. 

Too  much  care  cannot  be  exercised  in  this  matter  of  correct 
and  timely  indexing  and  in  entering  the  proper  cross  references. 
A  bookkeeper  quickly  comes  to  know  the  ledger  page  numbers  of 
his  principal  accounts  and  the  names  of  the  different  books  from 
which  postings  are  made.  So  long  as  that  particular  bookkeeper 
is  in  charge  no  serious  difficulties  arise;  but  when  the  bookkeeper 
is  off  for  a  day  or  longer,  or  the  proprietor  wishes  to  look  up  an 
item  for  himself,  then  trouble  begins.  More  especially  in  the  case 
of  posting  from  specialized  books  of  original  entry,  as  from  the  Sales 
Book,  or  from  the  Purchase  Book,  etc.,  it  is  very  important  not  only 
to  give  the  proper  page  reference  but  also  the  initial  letter  of  the 
book  from  which  the  posting  is  made;  so  likewise  in  the  case  of 
postings  to  different  books  it  is  important  to  designate  the  different 
books.  It  is  the  "stitch  in  time"  which  saves  annoyance  and,  in 
the  long  run,  is  most  economical. 

24.  Ledger  Index.  An  index  to  the  ledger  is  necessary  to  enable 
us  to  find  the  accounts.  In  small  ledgers  the  index  is  placed  in  the 
front  of  the  book  itself,  while  for  large  ledgers  a  separate  index  book 
is  used.  There  is  a  distinct  advantage  in  this,  as  the  index  book  can 
be  kept  open  on  the  desk  while  posting  is  being  done,  and  the  names 
found  much  quicker  than  when  it  is  necessary  to  turn  the  leaves  of 
the  ledger  to  find  the  index. 

"VMien  an  account  is  opened  in  the  ledger,  the  name  should  be 

written  in  the  index,  followed  by  the  page  number.     The  names  in  the 

index  are  arranged  in  alphabetical  order,  each  name  being  written 

under  the  letter  of  the  alphabet  corresponding  to  the  first  letter  in  the 

name.     For  example: 

A  B  C 

Adams,  J.  C 11  Bacon,  I.  H 2  Crandall,  Jas 7 

Andrews,  Henry 14  Brown,  Henry 9  Campbell,  Don 12 

In  a  large  index,  one  or  more  pages  are  used  for  a  letter;  while  in  a 

^uall  index,  several  letters  may  be  placed  on  the  same  page. 
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PROMISSORY  NOTES 

26.  A  promissory  note  is  a  form  of  commercial  paper  much  used 
in  business.  Goods  are  sold  on  specific  terms — that  is,  to  be  paid  for 
in  a  certain  time  after  date.  Profits  are  based  on  the  supposition 
that  the  bills  will  be  paid  when  due.  When  not  so  paid,  the  debtor 
is  virtually  borrowing  money  from  the  creditor,  and  should  pay  interest 
for  the  use  of  that  money  just  as  he  would  if  he  had  borrowed  it  from 
a  bank.  To  settle  the  account  when  it  is  not  convenient  to  pay  cash, 
it  is  customary  to  give  a  promissory  note  for  the  amount,  plus  interest, 
payable  on  a  certain  date.  The  promissory  note  is  more  convenient 
for  the  creditor;  for  when  it  bears  his  endorsement,  his  bankers  will 
discount  it,  thus  giving  him  the  money  for  use  in  his  business.  Even 
though  he  may  not  discount  it,  the  promissory  note  is  better  for  the 
creditor,  as  it  gives  him  a  definite  promise  to  pay,  which  he  does  not 
have  when  the  debt  is  represented  by  an  open  account. 

27.  Bills  Receivable  and  Bills  Payable.  The  commercial  term 
for  promissory  notes  accepted  by  us  is  Bills  Receivable.  The  com- 
mercial term  for  promissory  notes  given  by  us  is  Bills  Payable.  The 
term  "bill"  is  used  in  this  connection  for  the  reason  that  a  promissory 
note  is  a  negotiable  instrument,  and  when  indorsed  it  becomes  prac- 
tically a  bill  of  exchange.  The  accounts  in  the  ledger  which  repre- 
sent notes  receivable  and  notes  payable  are  called  Bills  Receivable 
Account  and  Bills  Payable  Account. 

The  bills  receivable  account  is  debited  when  a  note  is  received, 
and  credited  when  a  note  is  paid.  The  balance  of  bills  receivable 
account  shows  the  amount  of  unpaid  notes  payable  to  us. 

The  bills  payable  account  is  credited  when  we  give  a  note  and 
debited  when  we  pay  a  note.  The  balance  of  bills  payable  account 
shows  the  amount  of  the  notes  that  we  owe. 

28.  Bill  Book.  For  the  purpose  of  keeping  a  record  of  bills 
receivable  and  bills  payable,  a  book  known  as  a  bill  book  is  used.  Any 
draft,  note,  due  bill,  or  other  written  promise  to  pay  a  specified  sum  at 
a  stated  time,  should  be  treated  as  a  note  or  bill — receivable  or  pay- 
able, as  the  case  may  be.  The  bill  book  is  an  auxiliary  book,  and  the 
record  kept  is  usually  treated  as  a  memorandum  only,  records  of  each 
transaction  being  made  in  the  journal.  The  form  shown  (p.  12)  is 
one  in  common  use. 
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THEORY  OF  ACCOUNTS  13 

29.  Acceptances.  A  draft  when  accepted — that  is,  when  it 
becomes  an  acceptance — has  the  same  value  as  a  promissory  note,  for 
it  is  a  definite  promise  to  pay  on  a  specified  date.  Drafts  are  used 
for  the  collection  of  accounts  in  other  cities  than  the  one  in  which  the 
creditor's  place  of  business  is  located.  A  draft  may  call  for  payment 
a  certain  number  of  days  after  date,  or  it  may  call  for  payment  at 
sight.  The  former  is  known  as  a  time  draft,  while  the  latter  is  a  sight 
draft. 

30.  Discount  and  Exchange.  When  a  promissory  note  is  taken 
to  the  bank  for  the  purpose  of  raising  money,  it  is  customary  for  the 
banks  to  calculate  the  interest  for  the  time  the  note  is  to  run,  and  to 
deduct  this  from  the  principal,  giving  the  borrower  the  net  amount 
only.  In  other  words,  the  interest  is  paid  in  advance,  and  such  ad- 
vance payment  of  interest  is  called  discount. 

When  a  draft  is  collected  through  a  bank,  a  small  fee  is  charged, 
and  this  fee  is  called  exchange.  Exchange  is  also  charged  for  the  col- 
lection of  out-of-town  checks,  especially  if  they  are  drawn  on  banks 
in  small  towns  and  cities. 

BANK  DEPOSITS 

31.  When  money  is  deposited  in  a  bank,  a  list  of  the  items  in 
the  deposit  is  made  on  a  blank  known  as  a  deposit  ticket  or  deposit 
slip.  These  deposit  tickets  are  furnished  by  the  bank  for  the  con- 
venience of  its  customers. 

32.  Signature  Card.  Money  deposited  in  a  bank  can  be  with- 
drawn only  by  presenting  a  written  order  or  check,  signed  by  the  one 
in  whose  name  the  money  is  deposited.  That  the  bank  may  know 
that  money  is  not  paid  on  checks  that  do  not  bear  the  correct  signature, 
each  depositor  is  required  to  leave  at  the  bank  the  signature  or  signa- 
tures which  are  to  be  honored.  These  signatures  are  written  on  a 
card,  known  as  a  signature  card,  which  the  bank  keeps  for  reference. 

33.  Check  Books.  Blank  checks  are  usually  bound  in  book 
form,  the  checks  themselves  being  perforated  so  that  they  can  be 
easily  removed.  These  cJieck  books  are  in  most  cases  furnished  by  the 
bank.  The  number  of  checks  on  a  page  varies,  but  is  seldom  more 
than  four.  When  a  check  is  written,  the  number,  date,  name,  and 
amount  should  be  written  on  the  face  of  the  stub.     To  keep  a  con- 
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14  THEORY  OF  ACCOUNTS 

tenient  record  of  the  balance  in  the  bank,  it  is  well  to  enter  a  list  of 
all  checks  and  deposits  on  the  back  of  the  check  stubs. 


Office  of 

"  To  THE  first"  NAT  GALVESTONrTEX.  ^   ' 

Belew  please  find  duly  authorized  signatures,  which  you  will  recognize  in  payment  of  funds  or  the 
trausactioQ  of  other  business  ou  our  account  Respectfully  yours, 

,.- .„ AssL  Cashier. 


Dale, ^_ 


Signature  Card 

34.  Pass  Book.  The  bank  pass-book  should  be  taken  to  the 
bank  whenever  a  deposit  is  made,  as  it  contains  the  bank's  receipt  for 
all  money  deposited. 

35.  Indorsement  of  Checks.  Before  a  check  can  be  deposited 
in  the  bank,  it  must  be  indorsed  by  writing  the  name  of  the  payee 
across  the  back.  The  indorsement  should  be  on  the  back  of  the  left 
end  of  the  check — never  on  the  right  end.  Several  forms  of  indorse- 
ment are  shown  (p.  15).  When  the  name  only  is  written,  it  makes 
the  check  payable  to  the  bearer,  and  is  known  as  a  blank  indorsement. 
WTien  the  words  "Pay  to"  are  used,  the  check  becomes  payable  to  the 
one  whose  name  appears  immediately  under  the  words.  It  can  only 
be  paid  to  him  in  person  or  credited  to  his  account  at  any  bank  at 
which  he  may  deposit  the  check.  A  check  indorsed  with  the  words 
"Pay  to  the  order  of"  permits  of  a  further  transfer,  and  provides  a 
receipt  from  the  one  to  whom  it  is  so  indorsed.  WTien  a  check  is  to 
be  deposited,  the  proper  indorsement  is  "For  deposit  only.*'  This 
is  of  special  importance  when  deposits  are  sent  by  messenger.  Such 
indorsements  usually  include  the  name  of  the  bank,  and  are  made 
with  a  rubber  stamp. 

36.  Depositing  Cash.    It  is  a  good  plan  to  deposit  all  cash 
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received  and  to  pay  all  bills  by  check,  except  such  small  items  as  are 
paid  from  petty  cash.  By  doing  this,  all  transactions  pass  through 
the  bank,  providing  a  receipt  in  every  case  in  the  form  of  a  canceled 
check  bearing  the  indorsement  of  the  payee. 

37.  Treatment  of  Petty  Cash. 
It  is  customary  in  business 
establishments  to  keep  on  hand  a 
certain  sum  of  cash  out  of  which 
to  pay  items  of  expense  such  as 
ofRce  supplies,  etc.,  when  the 
amount  is  too  small  or  it  is  not 
convenient  to  write  a  check. 

The  best  way  to  handle  this 
is  to  draw  a  check  for  a  certain 
amount,  and  keep  this  money 
separate  from  the  cash  received 
from  day  to  day.  At  the  end  of 
the  month,  or  sooner  if  the  fund 
is  low,  draw  a  check  payable  to 
cash  for  the  amount  paid  out  and 
charge  it  to  expense.  This  will 
leave  the  fund  intact. 

Example — We  shall  suppose 
the  amount  of  petty  cash  to  be 
kept  on  hand  to  be  $25.00;  and 
the  amount  paid  out,  $15.60, 
leaving  $9.40  on  hand.  A  check 
will  be  made  for  $15.60,  to  be 
charged  to  expense  through  the 
regular  cash  book.  The  cash 
will  be  drawn  from  the  bank, 
and  the  amount  added  to  the 
$9.40,  making  a  total  of  $25.00. 

A  record  of  petty  cash  is  usu- 
ally kept  in  a  small  book  called  a 
petty  cash  book.  This  book  has  the  regular  two-column  journal 
ruling.  In  handling  petty  cash,  great  care  should  be  taken  to  secure 
a  receipt  in  some  form  for  every  payment.  See  Form,  p.  18. 


ENDORSEMENTS 


Endorsement 
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SAMPLE  TRANSACTIONS 

38.  The  following  sample  transactions  taken  from  the  books 
of  W.  B.  Clark,  Ames,  la.,  illustrate  the  use  of  the  papers  and  ac- 
counts explained  in  this  section,  and  show  how  the  transactions 
would  appear  on  the  books. 

i\Ir.  Clark  is  a  shipper  of  produce,  and  a  retail  dealer  in  coal. 
His  assets  and  liabilities  are  as  follows: 

Assets 

Cash  in  bank  $1,262.78 

Inventory,  Produce  685.00 

"     '    Coal  747.50 

Geo.  AMiite  —  Open  account  21 .  00 

F.  H.Russel       "        "  7.00 

Henry  Brown      "        "  8.00 

O.  L.  Duncan  —  Note  due  Dec.  1  27 .  00         $2,758 .  28 


Liabilities 

Iowa  Coal  Co.,  Des  Moines, 

Open  acct. 

$120.00 

Lehigh  Coal  Co.,  Chicago,  111., 

Open  acct. 

325.00 

George  Hardy,  Open  account 

60.00 

505.00 

As  he  wishes  to  know  how  much  business  he  is  doing  in  each 
department  of  his  business,  he  keeps  accounts  in  the  ledger  with 
both  produce  and  coal  instead  of  one  merchandise  account.  In 
the  sales  book,  one  column  is  used  for  coal  sales,  and  one  for  pro- 
duce sales.  No  purchase  book  is  kept,  all  purchases  being  posted 
from  the  journal  or  cash  book. 

—  Oct.  22  — 
Bought  from  David  Andrews,  for  cash 

200  bu.  potatoes  @  .42c  $84.00 

Paid  by  check  No.  11. 

—  22;— 
Sold  to  Albert  Long  on  account 

2  tons  run  of  mine  coal  $3 .25  6  5Q 
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—  23  — 
Received  from  Geo.  White  on  account 

Cash  10.00 

—  24  — 

Sold  to  Taft  Produce  Co.,  Des  Moines,  on  account 

148  bu.  beans  3.10  458.80 

—  24  — 

Drew  from  bank  for  petty  cash  10 .  00 

Check  No.  12. 

—  25  — 
Sold  to  Geo.  Hardy  on  account 

H  tons  nut  coal  9.00  13.50 

Gave  him  check  No.  13.  46 .  50 

—  27  — 
Gave  to  Lehigh  Coal  Co.,  Chicago, 

60-day  note  200.00 

Check  No.  14.  125.00 

—  28  — 

Taft  Produce  Co.  paid  sight  draft  through  Iowa 

National  Bank  458.80 

—  29  — 

Accepted  30-day  draft  made  by  Iowa  Coal  Co.  120.00 

Payable  at  Ames  State  Bank 

—  30  — 
Deposited  in  Ames  State  Bank 

Draft  Iowa  National  Bank  458 .  80 

Cash  10.00 

—  30  — 

Paid  for  repairs  to  stove,  cash  1 .  20 

—  31  — 

Sold  tor  cash ,  ^  ton  egg  coal  4 .  50 
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The  bookkeeper,  in  order  to  test  the  accuracy  of  his  work,  took  off  a  Trial  Balance  of  th| 
Ledger.     If  you  will  check  this  against  the  accounta,  you  will  see  just  how  it  was  done. 
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PART  II 


CLASSES  OF  ACCOUNTS 

39.  In  double  entry  bookkeeping,  the  accounts  used  may  be 
divided  into  the  two  general  classes  of  personal  and  impersonal. 
For  the  purpose  of  more  complete  classification,  the  second  class 
is  further  subdivided  into  real,  representative,  and  nominal  accounts. 

40.  Personal  Accounts.  A  personal  account  is  a  record  of 
transactions  with  a  particular  person  or  persons. 

Examples — 

A  record  of  transactions  with  persons  who  buy  goods  from  us. 

A  record  of  transactions  with  persons  from  whom  we  buy  goods. 
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41.     Real  Account.     A  real  account  is  a  record  of  transactions 
with  respect  to  a  particular  property.     Properties  which  we  possess 
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are  termed  resources  or  assets;  therefore  all  real  accounts  are  also 
asset  accounts. 

Examples — 

Real  estate  (land  and  buildings),  Machinery,  Furniture,  Mer- 
chandise, etc. 

42.  Representative  Account.  A  representative  account  is 
a  summary  of  all  debit  or  credit  transactions  of  a  particular  class 
with  respect  to  several  personal  accounts.  The  debit  or  credit  to 
this  account  completes  the  double  entry,  and  illustrates  the  rule  that 
in  double  entry  there  must  be  a  credit  for  every  debit. 

Example — 

We  sell  goods  to  a  number  of  customers,  and  the  amounts  of 
these  sales  are  debited  to  their  several  accounts.  To  complete  the 
double  entry,  we  credit  the  total  amount  of  these  sales  to  an  account 
called  sales  account.  The  total  credits  to  this  account  during  any 
given  period  represent  the  sales  to  all  customers  for  the  same  period, 
and  the  sales  account  is  a  representative  account. 

The  total  debits  to  all  customers'  accounts  for  goods  purchased 
in  one  month  amount  to  $1,423.62.  This  amount  is  credited  to 
the  sales  account.  Likewise  the  purchases  for  the  same  period 
amount  to  S947.20,  and  the  several  amounts  are  credited  to  the  per- 
sonal accounts  of  those  from  whom  the  purchases  were  made,  while 
a  like  amount  is  debited  to  a  representative  account  known  as  a 
purchase  account. 
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43.    Nominal   Account.    A   nominal   account   is   a   record   of 

transactions  having  to  do  with  profit  and  loss;  a  record  of  a  par- 
ticular class  of  expenditures  from  which  no  direct  returns  are  expected; 
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any  impersonal  account  which  does  not  come  under  the  classifica- 
tion of  real  or  representative  accounts. 

Example — 

We  buy  coal  to  be  used  in  heating  our  building.  The  coal 
is  not  to  be  re-sold,  but  its  use  is  necessary;  it  is  one  of  the  expenses 
of  conducting  the  business,  and  we  charge  the  amount  to  an  expense 
account.  Expense  is  a  nominal  account  kept  for  the  purpose  of 
showing  the  total  expenses  of  the  business. 
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44.  Merchandise  Account.  The  merchandise  account  is  a 
real  account  formerly  much  used,  but  discarded  by  modern  account- 
ants. \Vhen  used,  this  account  is  debited  with  all  purchases  of 
merchandise  and  credited  with  all  sales.  The  account  is  also  charged 
with  all  goods  returned  by  our  customers,  and  credited  with  all 
goods  which  we  return  to  those  from  whom  we  have  purchased 
them.  Goods  returned  by  our  customers  are  charged  at  the  prices 
at  which  they  were  purchased  by  the  customers;  consequently  the 
debit  side  of  the  merchandise  account  does  not  furnish  a  true  exhibit 
of  our  purchases;  neither  is  the  credit  side  a  true  exhibit  of  our  sales. 
Since  the  merchandise  account  furnished  no  valuable  information, 
other  accounts  which  exhibit  more  vital  statistics  have  been  sub- 
stituted. 

45.  Purchase  account  is  one  of  the  accounts  substituted  for 
the  merchandise  account.  This  account  is  charged  with  all  pur- 
chases as  represented  by  the  footings  of  the  purchase  book  or  pur- 
chase journal.  This  completes  the  double  entry,  the  separate 
purchases  having  been  credited  to  the  personal  accounts  of  those 
irom  whom  the  goods  were  purchased.     All  returns  or  other  similar 
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deductions  allowed  on  purchase  invoices  are  charged  to  those  from 
whom  the  purchases  were  made  and  credited  to  purchase  account. 
The  balance  of  the  purchase  account  then  shows  the  total  net  pur- 
chases. 

46.  Salcd'  account  takes  the  place  of  the  credit  side  of  the 
merchandise  account.  All  sales  as  shown  by  the  footings  of  the 
sales  book  are  credited  to  the  sales  account,  completing  the  double 
entry.  All  returns  and  allowances  are  likewise  charged  to  the 
sales  account.  The  balance  of  the  sales  account  shows  total  net 
sales. 

SAMPLE  TRANSACTIONS 

47.  The  following  transactions,  properly  recorded  in  journal 
sales  book,  purchase  book,  and  ledger,  demonstrate  the  uses  of  the 
merchandise,  purchase,  and  sales  accounts  explained  in  the  pre- 
ceding paragraphs: 

—  Sept.  20  — 
Bought  from  American  Furniture  Co.,  Grand  Rapids 
2  #f our-drawer  V  F  cabinets        $  1 1 .  00    $22 .  00 
4  #35  card  sections  4 .  20       1 6 .  80 

1  #35  top  1 .  75 

1  #35  base  1.25    $41.80 

—  21  — 
Bought  from  Morgan  Printing  Co.,  Chicago 

5,000  #1  plain  ruled  #35  cards  .  90 

3,000 -1  ledger    "    #35      "  1.50 

2,000  #1       "        "    #46      "  2.00 

22 

Sold  to  Ackers  &  Co.,  224  Randolph  St. 
4  #35  sections  5 .  50 

1  #35  top 
1  #35  base 

—  23  — 
Sold  to  Thompson  &  Co.,  94  Monroe  St. 

2,000  4 1  plain  ruled  35  cards  1 .  25        2 .  50 
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—  24  — 
Received  from  Ackers   &   Co. 

1  #35  section  5.50 

(Damaged) 

—  25  — 
Shipped  to  American  Furniture  Co. 

1  #35  section  4.20 

(Received  in  bad  order) 

In  the  first  demonstration,  the  footings  of  the  sales  and  pur- 
chase books,  as  well  as  the  returns  entered  in  the  journal,  are  posted 
to  a  merchandise  account.  It  will  be  noted  that  the  debit  side  of 
the  merchandise  account  does  not  represent  the  actual  purchases, 
and  the  credit  side  does  not  represent  the  sales. 

In  the  second  demonstration,  the  purchase  and  sales  accounts 
are  used.  Total  sales  are  credited  to  sales  account  from  sales 
book,  and  returns  debited  from  the  journal.  The  balances  of  these 
accounts  show  actual  net  purchases  and  sales.  For  demonstration 
of  the  first  method,  see  p.  32,  ledger  acct.  No.  3.  For  demonstra- 
tion of  the  second  method  see  p.  32,  ledger  accts.  Nos.  6  and  7. 
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CLASSES  OF  ASSETS 


48.  Asset  accounts  are  accounts  representing  resources  or 
assets  of  the  business.  Assets  are  classified  as  Fixed;  Active  or 
Floating;  Passive  or  Speculative;  Fictitious. 

Fixed  assets  are  those  permanent  forms  of  property  which  are 
a  necessary  part  of  the  equipment  used  for  conducting  the  business — 
such  as  real  estate,  buildings,  machinery,  etc. 

Active  or  floating  assets  are  those  forms  of  property  of  which 
the  quantity  in  our  possession  varies  from  day  to  day — as  mer- 
chandise, accounts,  cash,  etc. 

Passive  or  speculative  assets  are  those  (a)  whose  values  are  not 
readily  determined,  or  (h)  whose  values  are  subject  to  market  fluc- 
tuations— as,  for  example,  (a)  franchises,  copyrights,  patents;  (&) 
stocks,  bonds,  or  other  speculative  securities. 

Fictitious  assets  are  those  which  are  not  represented  by  tan- 
gible property,  or  which  are  of  value  to  a  going  business  but  would 
have  no  market  value  if  the  business  were  closed  out  or  liquidated. 
These  assets  are  frequently  represented  by  an  expense  account  on 
the  books.  The  initial  advertising  expense  necessary  to  launch 
the  business  successfully  is  frequently  carried  on  the  books  as  an 
asset.  The  amount  of  such  advertising  expense  is  spread  over  a 
stated  period,  a  certain  proportion  being  charged  into  the  regular 
expense  accounts  each  year  until  the  entire  amount  is  used. 

49.  Examples  of  Fixed  Assets.  The  assets  of  an  ordinary 
mercantile  business  are  of  the  first  two  classes  only — fixed  and 
floating.  The  most  common  forms  of  fixed  assets  of  such  a  business 
are: 

Real  Estate — generally  understood  to  include  land  and  build- 
ings owned  and  used  in  the  business. 

Furniture  and  Fixtures — represented  by  office  and  store  fur- 
niture, shelving,  counters,  stoves,  furnaces  or  other  heating  appli- 
ances,   lighting    fixtures. 

Horses  and  Wagons  or  Trucks — including  all  horses,  wagons, 
trucks,  harness,  or  motor-cars  used  for  hauling  goods. 

If  the  business  is  one  in  which  these  classes  of  property  are 
dealt  in,   they  become   active  assets.     Land,   for  example,   would 
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be  one  of  the  active  assets  of  a  business  organized  to  buy  and  sell 
real  estate. 

50.  Examples  of  Floating  Assets.  The  active  or  floating 
assets  of  a  mercantile  business  are: 

Merchandise — meaning  the  stock  in  trade  or  goods  dealt  in. 

Account'} — the  open  accounts  of  customers  who  owe  for  goods 
purchased. 

Notes  or  Bills  Receivable — all  outstanding  notes  payable  to  the 
firm. 

Cask — the  amount  of  cash  on  hand  and  in  the  bank. 

51.  Examples  of  Passive  Assets.  Passive  or  speculative  assets 
are  more  frequently  found  on  the  books  of  a  manufacturing  busi- 
ness, a  corporation,  or  a  business  a  part  or  whole  of  which  has  been 
sold  by  the  original  owners.     Examples  of  these  assets  are: 

Patents — A  manufacturer  owns  a  patent  the  value  of  which 
depends  upon  future  profits  resulting  from  the  manufacture  and 
sale  of  the  article  which  it  covers.  It  is  customary  to  place  a  value 
on  the  patent,  and  to  consider  it  an  asset  of  the  business. 

Good-Will — A  man  has  established  a  business  which  has  be- 
come extremely  profitable,  and  in  selling  the  business  he  places  a 
certain  value  on  the  reputation  or  good-will  which  he  has  built  up. 

Specidative — A  firm  having  a  surplus  not  required  in  the  busi- 
ness sometimes  invests  it  outside  of  the  business  with  the  expecta- 
tion of  realizing  a  profit  by  selling  at  an  advanced  price.  They 
buy  grain  or  provisions,  mining  or  railway  stocks,  etc.  Or  an  invest- 
ment may  be  made  in  the  stock  of  some  manufacturing  business  to 
be  established  in  the  town,  because  such  an  enterprise,  if  success- 
ful, will  naturally  result  in  an  increase  in  their  own  business. 

52.  Examples  of  Fictitious  Assets.  Fictitious  assets  are  seldom 
found  on  the  books  of  other  than  corporations  where  a  large  initial 
promotion  expense  is  involved.  A  good  example  of  a  fictitious 
asset  is: 

Advertising — A  business  house  may  decide  on  an  average  annual 
expenditure  for  advertising;  but  to  be  effective,  the  expenditures 
for  the  first  two  or  three  years  may  necessarily  exceed  this  amount. 
The  excess  is  considered  as  an  investment  since  it  is  expected  that 
as  the  business  becomes  firmly  established  the  annual  expenditure 
can  be  reduced  to  an  amount  even  less  than  that  estimated,  gradu- 
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ally  reducing  the  amount  carried  on  the  books  as  an  asset.     To 
illustrate : 

Annual  advertising  appropriation  for  ten 
years  is  $10,000.00. 

Expended  first  year  $18,000 .  00 

Deduct  appropriation  10,000 .  00 


To  advertising  inventory  8,000.00 

Expended  second  year  15,000 .  00 

Deduct  appropriation  10,000 .  00 


To  advertising  inventory  5,000 .  00 

Expended  third  year  10,000.00 

Deduct  appropriation  1 0,000 .  00 


To  advertising  inventory  000 .  00 

Appropriation  fourth  year  10,000.00 

Expended  "         "  8,000.00 


To  credit  advertising  inventory  2,000 .  00 

Appropriation  fifth  year  10,000.00 

Expended  "        "  .  9,000.00 

To  credit  advertising  inventory  1 ,000 .  00 

Appropriation  sixth  year  10,000.00 

Expended  "      "  10,000.00 


To  advertising  inventory  000.00 

Appropriation  seventh  year        10,000.00 
Expended  "        "  9,000.00 


To  credit  advertising  inventory  1 ,000 .  00 

Appropriation  eighth  year  10,000.00 

Expended  "        "  8,000.00 

To  credit  advertising  inventory  2,000 .  00 
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Appropriation  ninth  yaw  1  (),()()(). 00 

Expended  "         "  7,000.00 

To  credit  advertising  inventory  3,000.00 

Appropriation  tenth  year  10,000.00 

Expended  "     '  "  6,000.00 

To  credit  advertising  inventory  4,000 .  00 


$13,000.00   $13,000.00 

REVENUE  ACCOUNTS 

53.  The  term  revenue  (synonymous  with  income)  is  used  to 
designate  those  items  which,  when  brought  together  in  an  account, 
exhibit  the  profit  or  loss  of  the  business. 

Revenue  receipts  are  the  receipts  which  originate  exclusively 
from  the  sale  or  exchange  of  the  commodities  or  things  of  value  for 
the  handling  of  which  the  business  has  been  organized. 

Revenue  expenditures  are  those  expenditures  connected  with 
the  expense  of  operation  or  administration  of  a  business,  including 
such  items  of  expense  as  postage,  printing,  salaries,  rent,  etc. 

Revenue  accounts  is  a  term  used  to  designate  those  accounts 
that  represent  revenue  receipts  or  revenue  expenditures. 

54.  Revenue  Receipts.  The  account  representing  revenue 
receipts  in  all  hues  of  business  (though  it  may  sometimes  be  known 
by  another  name)  is  the  sales  account — a  representative  account 
showing  net  sales.  Net  sales,  less  cost  of  goods  sold,  represent  gross 
profits.  Gross  profits,  less  cost  of  conducting  the  business  (revenue 
expenditures)  represent  net  profits. 

55.  Expense.  The  broad  term  expense  account  represents 
all  revenue  expenditures;  but  in  modern  bookkeeping  the  amounts 
of  the  dif  erent  classes  of  expense  are  kept  separate  as  far  as  possible. 

Some  of  the  mo.st  commonly  used  divisions  of  expense  are: 
Rent;  Insurance;  Taxes,  Interest  and  Discount;  Out  Freight  and 
Express;  Heat  and  Lights;  Labor;  Salaries,  etc.  It  is  customary 
to  open  one  account  in  the  name  of  General  Expense,  to  care  for 
expenditures  not  included  in  special  accounts- 
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56.  Insurance — A  nominal  account  to  which  is  charged  all 
sums  paid  to  insurance  companies  (called  premiums),  in  consideration 
of  which  our  property  is  insured  against  loss  by  fire,  cyclones,  or 
other  disaster. 

57.  Rent — ^A  nominal  account  to  which  is  charged  all  sums 
paid  for  use  of  property  which  we  rent  or  lease  from  others  for  the 
benefit  of  our  business — usually  the  buildings  in  which  our  business 
is  transacted  or  in  which  our  goods  are  stored. 

58.  Taxes — A  nominal  account  to  which  are  charged  all  taxes 
and  license  fees  paid  on  account  of  property  owned  or  business 
transacted. 

59.  Interest — ^This  is  a  nominal  account  which  should  include 
only  interest  charges  paid  or  interest  earned  on  account  of  capital. 
When  we  borrow  money  or  discount  a  note,  we  do  it  because  we 
need  cash  capital,  and  the  interest  paid  is  a  capital  expense  or  a 
direct  source  of  loss.  Exchange  charged  for  the  collection  of  notes 
and  drafts  belongs  in  the  same  class.  All  interest  paid  for  the  use 
of  money,  and  exchange  paid  for  the  collection  of  notes,  drafts,  and 
checks,  should  be  debited  to  interest  account.  V\^en  we  save  the 
discount  by  prepayment  of  bills,  the  discount  is  earned  by  the  use 
of  capital.  All  such  earnings  are  a  direct  source  of  profit  and  should 
be  credited  to  interest  account.  Discount  paid  on  notes  is  interest 
paid  in  advance,  and  should  not  be  confused  with  discounts  allowed 
to  customers  for  the  prompt  payment  of  bills;  the  latter  is  a  reduc- 
tion in  the  price  received  for  our  goods,  and  reduces  trading  profits. 
This  question  is  discussed  under  the  head  of  Cash  Discounts. 

60.  Out  Freight  and  Express — ^A  nominal  account  which  is 
debited  with  all  transportation  charges  paid  on  goods  that  we  ship, 
whether  sales  are  made  at  delivered  prices  or  freight  is  paid  as  an 
accommodation  to  the  customer.  When  goods  are  sold  at  f.  o.  b. 
prices,  and  the  freight  is  paid  by  us  as  an  accommodation  to  the 
customer,  out  freight  should  be  credited  and  the  customer  debited. 

This  should  not  be  confused  with  in  freight,  or  freight  paid 
on  goods  received,  as  such  charges  add  to  the  cost  of  the  goods  and 
should  be  charged  to  the  account  representing  that  particular  class 
of  goods. 

61.  Heat  and  Light — ^This  account  is  debited  with  all  sums 
paid  for  fuel,  heating  bills,  lighting  bills,  and  lighting  supplies. 
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62.  Labor — A  nominal  account  which  is  debited  with  all 
sums  paid  as  wages  to  mechanics  or  laborers  employed  by  the  busi- 
ness. 

63.  Salaries — A  nominal  account  which  is  debited  with  all 
salaries  paid  to  managers,  salesmen,  clerks,  and  others  employed 
in  the  administration  of  the  business. 

RULES  FOR  JOURNALIZING 

64.  Journalizing  is  one  of  the  most  important  operations  in 
bookkeeping,  since  journalizing  a  transaction  involves  the  selec- 
tion of  the  proper  accounts  to  be  debited  and  credited  completing 
the  double  entry.  With  the  use  of  separate  sales  and  purchase 
records,  the  journal  itself  is  used  principally  for  those  entries  in- 
volving a  transfer  of  values  from  one  account  to  another.  These 
are  frequently  referred  to  as  cross  entries.  The  number  of  possible 
entries  of  this  class  is  practically  unlimited,  and  they  require  care- 
ful study  on  the  part  of  the  bookkeeper. 

Rules  for  journalizing  are  frequently  referred  to  in  bookkeep- 
ing textbooks;  but,  since  the  custom  of  journalizing  every  trans- 
action is  now  obsolete,  the  term  is  no  longer  sufficiently  descriptive. 
A  better  term  to  use  would  be  rules  for  debit  and  credit,  for  it  is  the 
rules  of  debit  and  credit  that  must  be  followed  when  a  journal  entry 
is  to  be  made. 
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65.  Three=Column  Journal.  A  three-column  journal  suitable 
for  a  small  business  is  shown  above.  The  third  column  is  used 
for  sales  only,  while  the  first  two  columns  are  used  for  regular  jour- 
nal entries.    The  use  of  the  column  for  sales  answers  the  same  pur- 
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pose  as  a  sales  book,  and  total  sales  are  posted  to  the  credit  of  sales 
account  at  the  end  of  the  month. 

SAMPLE  TRANSACTIONS 

66.  For  the  purpose  of  demonstrating  the  principles  of  debit 
and  credit  as  exemplified  in  the  journal,  the  following  transactions 
except  those  involving  cash  are  journalized  in  a  three-column  journal. 
The  third  column  is  used  for  sales,  and  it  is  to  be  understood  that  a 
cash  account  is  kept  in  a  separate  cash  book. 

—  April  2  — 
Sold  to  Hiram  Watson  on  account 

10 #  gran,  sugar  5^0. 

3  bars  soap 

2#  starch  5 

2  cans  corn 


—  2- 

- 

Paid  electric  light  bill — cash 

—  2- 
Sold  for  cash  sundry  merchandise 

—  3- 
Bought  from  Eureka  Milling  Co.  o 

n  account 

5  bbls.  XXX  flour 
Sold  to  J.  L.  Jarvis  on  account 

3.75 

i  bbl.  flour 

1.25 

2#  butter 

.32 

.64 

1  #  coffee 

.30 

10  #  lard 

.11 

1.10 

$.55 

.25 

.10 

.25 

$1.15 

4.75 

8.60 

18.75 


3.29 

—  4  — 
Bought  from  J.  L.  Jarvis  on  account 

Fire  Insurance  on  stock  and  fixtures,  $3,000 .  00  for 

one  year  from  date  18 .  00 

—  5  — 

Paid  Eureka  Milling  Co.  cash  18 .  75 
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-6  — 
Sold  to  J.  L.  Jarvis  on  account 

1  #  cheese  .  16 

1  doz.  eggs  .  22 

1  f  baking  powder  .  50 

3  bu.  potatoes  .65        1.95  2.83 

—  6  — 
Bought  from  Atlas  Safe  Co.   on  account 

1  office  safe  50.00 

Paid  cash  for  repairs  to  door  lock  .  40 

Sold  for  cash  sundry  merchandise  16 .  70 
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EXAMPLES  FOR  PRACTICE 

1.  After  you  become  familiar  with  each  entry  and  the  nature 
of  the  accounts  to  be  debited  or  credited,  journalize  the  transactions 
given  in  Article  66,  then  compare  with  the  model  journal,  and  see 
if  your  work  is  correct. 

2.  JournaHze   the   following   transactions: 

—  April  10  — 
Bought  from  David  Cole  &  Son  on  account 
100  bbls.  flour  at  $4 .  60        $460 .  00 

—  10  — 
Sold  to  L,  H.  Stebbins  on  account 

20  bbls.  flour  at  5.10  102 .  00 

—  10  — 

Sold  to  Henry  Waterbury  on  account 


30  bu.  beans                                 2.00 

60.00 

20    "   oats                                   .37 

7.40 

—  11  — 

Paid  to  David  Cole  &  Son 

Cash  on  account 

160.00 

Gave  them  my  note  for  30  days 

300.00 

—  11  — 

Received  note  from  L.  H.  Stebbins 

for  30  days  to  balance 

account 

102.00 

—  12  — 

Paid  cash  for  harness  oil 

.35 

—  12  — 

Henry  Waterbury  paid  cash  on 

account  40.00 
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RULES  FOR  POSTING 

67.  The  act  of  transferring  all  items  from  the  journal,  sales 
book,  purchase  book,  cash  book,  or  other  books  to  the  ledger  is 
called  posting.  All  items  relating  to  one  account  are  posted  to  that 
account  in  the  ledger;  thus  all  sales  are  posted  to  the  sales  account, 
and  all  transactions  with  a  person  are  posted  to  the  account  of  that 
person.  Every  debit  must  be  posted  to  the  debit  side  of  the  corre- 
sponding account  in  the  ledger. 

68.  Routine.  The  first  operation  in  posting  is  to  open  an 
account  in  the  ledger  by  writing  the  name  of  the  account  on  the  line 
at  the  head  of  the  ledger  page.  The  month  and  day  are  then  written 
in  the  date  column;  the  page  of  the  book  from  which  the  item  is 
posted  is  written  in  the  folio  column,  and  the  amount  is  placed  in  the 
money  column.  The  final  operation  is  to  place  the  number  of  the 
ledger  page  in  the  folio  column  of  the  book  from  which  the  item  was 
transferred,  directly  opposite  the  item  posted. 

Posting  from  Journal.  In  posting  from  the  journal,  all  items 
in  the  left  or  debit  columns  are  posted  to  the  debit  side  of  the  corre- 
sponding ledger  accounts,  while  all  items  in  the  credit  column  are 
posted  to  the  credit  side  of  the  ledger  accounts. 

The  first  item  in  the  journal  in  the  preceding  section  is  a  debit 
to  Hiram  Watson,  amount  SI.  15.  It  is  necessary  to  open  an  account 
in  the  ledger,  which  is  done  by  writing  Hiram  Watson's  name  at 
the  head  of  the  page,  above  the  date  column  on  the  left  side  of  the 
page;  in  the  date  column  we  write  the  date,  April  2;  in  the  folio  column 
we  write  the  journal  page,  1;  and  in  the  money  column  we  wTite  the 
amount,  SI.  15.  The  number  of  the  ledger  page  is  now  written  in 
the  folio  column  in  the  journal,  directly  opposite  the  name  of  Hiram 
WatsoD. 

The  second  transaction  recorded  in  the  journal  is  a  purchase 
which  makes  it  necessary  to  open  a  purchase  account  in  the  ledger, 
to  which  is  debited  the  amount  of  the  purchase  S18.75.  The  first 
transaction  recorded  in  the  journal  is  a  sale,  therefore  the  credit 
is  to  the  sales  account.  Since  we  are  placing  all  sales  in  a  special 
column,  the  amount  vaW  not  be  posted  until  the  end  of  the  month, 
when  the  total  sales  will  be  posted  to  tJbe  credit  of  the  sales  account 
as  one  item.     In  the  second  transaction,  the  credit  is  to  a  personal 
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account,  and  we  open  an  account  in  the  ledger  with  Eureka  MilHng 
Co.,  following  the  same  routine  in  posting  as  with  debit  items,  ex- 
cept that  the  item  is  posted  to  the  credit  side  of  the  account. 

Posting  from  Cash  Book.  When  posting  from  the  cash  book, 
it  must  be  remembered  that  all  items  on  the  left-hand  page  (which 
debit  cash)  must  be  posted  to  the  credit  of  some  other  account;  and 
that  all  items  on  the  right-hand  page  (which  credit  cash)  must  be 
posted  to  the  debit  of  an  account  in  the  ledger. 

Why  cash  received  is  entered  on  the  left-hand  page  of  the  cash 
book,  and  cash  paid  out  on  the  right-hand  page,  is  a  point  not  always 
clear  to  the  bookkeeper.  To  obtain  a  clear  view  of  this  point,  it 
should  be  remembered  that  the  cash  book  is  nothing  more  or  less 
than  a  ledger  account  with  cash,  and  cash  received  is  entered  on  the 
left-hand  page  (or  debit  side)  for  the  reason  that  any  account  is 
debited  for  what  is  received  or  is  added  to  it. 

We  sell  merchandise,  for  example,  and  the  person  is  debited 
because  he  receives  it.  We  buy  real  estate;  the  real  estate  account 
is  debited  because  our  real  estate  possessions  are  added  to.  Broadly 
speaking,  we  (the  business)  receive  the  real  estate;  but,  instead  of 
charging  the  amount  to  ourselves  (the  person),  we  charge  it  to  Real 
Estate,  that  we  may  know  the  amount  of  onr  real  estate  investment. 

A  customer  pays  us  cash;  cash  is  debited  because  our  cash 
possessions  are  added  to.  We  might  charge  the  amount  to  our 
account;  but  we  prefer  to  charge  it  to  a  cash  account  that  we  may 
know  how  much  cash  we  have  on  hand.  We  pay  out  cash;  cash  is 
credited  because  cash  has  gone  out  of  our  possession.  The  main 
point  of  difference  is  that  we  post  to  other  ledger  accounts  direct 
from  the  cash  book,  which  is  itself  a  ledger  account,  instead  of  jour- 
nalizing cash  transactions. 

If  cash  transactions  were  journalized — 
Cash 

To  Person 
Person 
To  Cash 
the  amounts  would  be  posted  to  the  debit  or  credits  of  the  cash 
account  in  the  ledger;  but  for  convenience  we  keep  the  cash  accounts 
in  a  separate  book,     Jouj-nalizing  a  few  of  the  transactions  given 
will  clearly  demonstrate  the  point. 
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TRIAL  BALANCE 

69.  A  irial  balance  is  a  list  of  the  balances  of  all  accounts 
remaining  open  in  the  ledger,  together  with  the  balance  shown  by 
the  cash  account.  On  journal  paper,  all  open  accounts  are  listed 
by  name;  the  debit  balances  are  placed  in  the  debit  column,  and 
credit  balances  are  placed  in  the  credit  column;  the  pages  of  the 
ledger  are  placed  in  the  folio  column,  opposite  the  names  of  the 
account.  Both  debit  and  credit  columns  are  footed,  and  the  foot- 
ings of  the  two  columns  should  agree. 

A  trial  balance  is  taken  for  the  purpose  of  testing  the  accuracy 
of  the  postings  to  the  ledger;  to  find  out  if.  the  ledger  is  in  balance. 
The  trial  balance  can  be  taken  without  considering  the  balances,  by 
taking  the  total  debit  and  credit  items  posted  to  all  open  accounts. 

^Miile  the  trial  balance  shows  that  for  every  debit  posted  to  the 
ledger  a  corresponding  credit  has  also  been  posted  (double  entry 
principle),  it  does  not  absolutely  prove  the  accuracy  of  the  work. 
If  a  debit  item  of  $100.00  were  posted  to  the  debit  of  the  wrong 
account,  it  would  not  affect  the  balance  of  the  ledger;  but  if  the 
item  were  posted  to  the  credit  instead  of  to  the  debit  of  the  account, 
the  ledger  would  be  out  of  balance  and  the  amount  that  it  was  out 
would  be  shown  by  the  trial  balance. 

CLASSIFICATION  OF  ACCOUNTS 

70.  The  arrangement  of  the  accounts  in  the  ledger  is  of  con- 
siderable importance.  Since  one  of  the  objects  of  bookkeeping 
is  to  exhibit  the  standing  or  condition  of  the  business,  the  accounts 
should  be  classified  in  a  manner  that  will  make  easiest  the  assembling 
of  important  statistics. 

The  accounts  in  the  ledger  represent  either  Assets  (resources). 
Liabilities,  Profits  (gains),  or  Losses.  Every  account  having  a  debit 
balance  represents  either  (a)  an  asset  or  (&)  a  loss,  (o)  A  personal 
account  having  a  debit  balance  represents  an  asset;  (b)  any  expense 
account  having  a  debit  balance  represents  a  loss,  as  it  reduces  the 
chance  for  profit. 

Every  account  having  a  credit  balance  represents  either  (c)  a 
liability  or  (d)  a  profit,  (c)  A  personal  account  having  a  credit 
balance  represents  a  liability — that  is,  something  we  owe;  (d)  a 
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sales  account  having  a  credit  balance  represents  a  profit  because  it 
increases  our  chance  of  gain. 

71.  Arrangement  in  Ledger.  The  foregoing  classifications 
should  be  kept  in  mind  in  arranging  the  accounts  in  the  ledger. 
First  provide  space  for  the  asset  and  liability  accounts;  then  follov/ 
with  the  profit  and  loss  (or  revenue)  accounts.  As  far  as  possible, 
keep  all  asset  accounts  together,  following  the  same  plan  with  lia- 
bility and  profit  and  loss  accounts. 

The  accounts  are  arranged  in  the  trial  balance  in  exactly  the 
same  order  as  they  appear  in  the  ledger;  and  if  correctly  classified 
they  will  show  at  a  glance  the  assets  (except  inventories  of  mer- 
chandise) and  liabilities  of  the  business.  Likewise  the  profit  and 
loss  accounts  (also  known  as  revenue  accounts — ^see  Article  53)  will 
show  total  sales,  purchases,  and  expense  of  conducting  the  business. 

SAMPLE  LEDGER  ACCOUNTS 

72.  The  ledger  accounts  shown  on  pages  80-81,  representing 
the  transactions  given  in  the  preceding  set  of  sample  transactions, 
demonstrate  the  proper  arrangement  of  accounts,  manner  of  posting, 
and  the  trial  balance. 

EXAMPLES  FOR  PRACTICE 

1.  From  the  copy  of  the  journal  (Article  66)  which  you  have 
made,  post  the  transactions  to  the  ledger. 

2.  Post  the  transactions  from  the  journal  you  have  made 
(Exercise  2,  preceding  section)  to  the  ledger. 

3.  Make  a  trial  balance  of  the  ledger  accounts 
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TREATMENT  OF  CASH  DISCOUNTS 

73.  Ca.sh  discounts  are  discounts  allowed  for  prepayment  of 
bills.  They  are  frequently  confused  with  bank  discounts  (or  in- 
terest collected  in  advance  when  notes  are  discounted),  but  are  of 
an  entirely  different  character. 

When  the  price  is  made,  the  profits  are  calculated  with  the 
idea  that  the  customer  may  take  advantage  of  the  cash  discount; 
that  is,  the  price  after  the  discount  is  deducted  includes  a  legitimate 
profit.  We  cannot  debit  the  customer  with  the  amount  of  the  bill 
less  the  discount,  for  we  do  not  know  that  he  will  take  advantage 
of  the  discount;  and  so,  the  charge  to  the  customer  and  credit  to 
sales  account  is  an  amount  which  may  never  be  received. 

If  the  bill  is  paid  less  the  discount,  the  amount  deducted  reduces 
our  profit  on  the  sale.  It  is  not  an  allowance  for  the  use  of  capital, 
for  we  can  probably  borrow  money  at  6  per  cent,  while  the  dis- 
count may  be  5  per  cent  or  more  for  anticipating  payment  30  days 
or  less. 

74.  Discounts  Allowed.  Cash  discounts  allowed  must  even- 
tually come  out  of  the  profits  arising  from  the  sale  of  the  commodities 
in  which  we  are  trading.  There  are  two  methods  of  charging  cash 
discounts,  either  of  which  is  considered  correct: 

(1)  Open  an  account  called  Discounts  on  Sales,  and  charge 
to  it  all  discounts  allowed  for  the  prepayment  of  bills.  When  the 
books  are  closed,  the  total  will  be  charged  against  trading  profits. 
This  method  is  coming  into  general  use,  and  may  be  considered 
standard. 

(2)  Charge  to  Sales  Account  directly  all  discounts  allowed, 
treating  them  as  allowances.  The  balance  of  the  sales  account  will 
then  represent  net  sales  after  returns,  rebates,  and  cash  discounts 
have  been  deducted.  One  feature  to  recommend  this  plan  is  that 
sales  account  does  not  show  a  fictitious  volume  of  sales. 

75.  Entering  Cash  Discounts  in  Cash  Book.  \\Tien  we  receive 
payment  from  a  customer  who  has  deducted  the  cash  discount, 
the  discount  must  be  taken  account  of  in  entering  the  payment,  as 
the  customer  is  to  receive  credit  for  the  full  amount.  We  might 
enter  the  cash  payment  in  the  cash  book,  and  make  a  journal  entry 
of  the  cash  discount,  but  this  would  necessitate  two  postings  from 
separate  books. 
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A  better  method,  and  one  which  has  become  standard,  is  to 
provide  a  cash  discount  column  in  the  cash  book.  When  a  column 
has  not  been  provided  for  this  purpose,  a  narrow  column  can  be 
ruled  in  on  the  cash  received  or  debit  side  of  the  cash  book.  This 
is  carried  as  a  memorandum  until  the  end  of  the  month,  when  the 
total  is  posted  to  the  debit  of  discount  on  sales.  Two  ways  of  mak- 
ing the  entry  are  shown  (p.  52). 

In  Example  No.  1,  the  cash  discount  is  entered  in  the  discount 
column,  and  the  net  cash  received  is  entered  in  the  cash  column. 
When  the  payment  is  posted,  two  entries  are  made  in  the  ledger. 
One  advantage  in  this  is  that  reference  to  the  account  of  R.  L.  Brown 
&  Co.  shows  at  a  glance  whether  they  are  taking  advantage  of  cash 
discounts. 

In  Example  No.  2,  the  cash  discount  is  entered  in  the  proper 
column,  but  the  gross  amount  is  entered  in  the  cash  column.  The 
payment  is  then  posted  in  one  item,  and  reference  to  the  ledger 
account  does  not  show  whether  the  payment  of  $100.00  is  all  cash  or 
part  discount.  It  is  necessary,  also,  to  deduct  the  footing  of  the 
discount  column  from  the  footing  of  the  cash  column  to  ascertain 
the  amount  of  cash  received.  For  these  reasons  the  method  shown 
in  Example  No.  1  is  recommended. 

76.  Cash  Discounts  Earned.  When  we  take  advantage  of 
the  discount  offered  for  the  prepayment  of  bills,  the  discount  earned 
can  be  considered  a  legitimate  source  of  profit.  Our  own  selling 
prices  for  goods  purchased  to  be  resold  are  based  on  the  prices  at 
which  they  are  billed  to  us,  without  considering  a  possible  saving 
by  discounting  our  bills.  Whether  or  not  we  discount  our  bills  is 
largely  a  question  of  capital,  and  such  earnings  are  legitimate  prof- 
its entirely  outside  of  regular  trading  profits.  Discounts  earned 
should  be  treated  as  interest  earned  and  credited  to  interest  account, 
from  which  they  will  find  their  way  into  profit  and  loss  account. 
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PROFIT  AND  LOSS 

77.  The  frofit  and  loss  aeoowvt  is  a  summary  account  made  up 
of  the  balances  of  all  income  and  expenditure  (revenue)  accounts  in 
the  ledger,  the  balance  of  this  account  representing  the  7iet  loss  or 
net  gain  of  the  business. 

It  is  advisable  to  show  the  net  profits  for  each  year;  and  to 
accomplish  this,  it  is  customary  to  transfer  the  balance  of  profit  and 
loss  account  at  the  end  of  the  year.  In  single  proprietorships  and 
partnerships,  the  net  gain  is  transferred  to  proprietor's  or  partner's 
investment  accounts,  while  in  a  corporation  it  is  usually  transferred 
to  a  surplus  account.     A  loss  is  transferred  to  a  deficiency  account. 

78.  Trading  Account.  This  is  a  subdivision  of  profit  and  loss 
account  intended  to  exhibit  the  gross  profit  derived  from  the 
manufacture  or  purchase  and  sale  of  goods  in  which  the  business  is 
organized  to  trade.  These  profits  are  known  as  trading  profits.  Just 
what  items  of  income  and  expenditure  enter  into  trading  profits  or 
losses  is  an  important  question  in  the  science  of  accounts.  A  safe  rule 
to  follow  is  to  debit  trading  account  with  the  cost  of  goods  sold, 
including  cost  of  preparing  them  for  sale.  In  a  manufacturing  busi- 
ness the  cost  represents  cost  of  raw  materials  and  cost  of  manu- 
facture. Credit  the  account  with  net  income  from  sales,  arrived  at 
by  deducting  from  gross  sales  all  returns,  allowances,  rebates,  and 
cash  discounts. 

All  expenses  incurred  in  selling  the  goods,  and  all  expense  of 
administration  of  the  business,  should  be  charged  to  profit  and  loss 
account  proper.  All  profits  arising  from  other  transactions  than 
trading  should  be  credited  to  profit  and  loss.  These  include  interest 
received  on  past  due  accounts,  on  notes,  or  for  money  loaned;  dis- 
count earned  by  the  prepayment  of  bills;  profits  from  the  sale  of 
real  estate  or  any  property  other  than  that  in  which  the  business 
is  trading. 

Trading  Account,  How  Constructed.  The  trading  account 
is  made  up  by  charging  total  inventory  at  the  beginning  of  the  year 
and  purchases  during  the  year;  crediting  net  sales  and  inventory  at 
the  close  of  the  year,  the  balance  representing  the  gross  profit. 
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TRADING  ACCOUNT 


Inventory  Jan.  1 

$  8,500 

00 

SaleB 

$16,00o'o0 

Purchases 

12,000 

00 

Inventory  Dec.  31 

9,000 

00 

20,500 

00 

25,000 

00 

Gross  Profit 

4,500 

00 

$25,000 

00 

$25,000i00 

Turnover.  It  is  desirable  to  know  the  cost  of  goods  sold.  This 
is  known  as  the  turnover,  on  which  percentages  of  profit  are  based. 
The  turnover  may  be  found  by  deducting  the  present  inventory 
from  the  debit  side  of  the  trading  account. 

TRADING  ACCOUNT 


Inventory  Jan.  1 

$  8,500 

00 

Sales 

$16,000 

00 

Purchases 

12,000 

00 

20,500 

00 

Less  inventory 
Dec.  31 

9,000 

00 

Turnover 

11,500 

00 

-- 

Gross  profit 

4,500 

00 

$16,000 

00 

$16,000 

00 

79.  Manufacturing  Account.  In  a  manufacturing  business 
it  is  very  desirable  to  know  the  cost  to  produce  the  goods;  and  for 
this  purpose  a  subdivision  of  profit  and  loss,  called  manufacturing 
account,  is  used.  The  manufacturing  account  is  debited  with  inven- 
tory of  materials  at  the  beginning  of  the  year;  purchases  of  material; 
labor  or  wages  in  factory,  and  all  other  expenses  of  manufacture; 
and  credited  with  inventory  of  materials  at  the  close  of  the  year. 
The  balance  represents  cost  of  manufactured  goods  to  the  trading 
division. 

The  principal  value  of  these  subdivisions  of  profit  and  loss 
lies  in  the  fact  that  they  reveal  not  only  the  amount  but  the  sources 
of  profits  and  losses,  which  is  one  of  the  important  functions  of 
accounting. 
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MANUFACTURING  ACCOUNT 


Inventory  materials 
Jan.  1 

$4,000 

00 

Inventory  materials 
Dec.  31 

S4,100 

00 

Purchases 

6,000 

00 

Trading  Account 

11,300 

00 

Labor 

5,000 

00 

Rent,  taxes,  etc. 

400 

00 

$15,400 

00 

$15,400 

00 

The  profit  and  loss  account  of  a  professional  or  other  non- 
trading  concern  need  not  be  subdivided  as  explained  for  a  trading 
concern.  In  a  non-trading  business,  all  accounts  representing 
revenue  receipts  or  revenue  expenditures  are  transferred  direct 
to  profit  and  loss  account. 

80.  Transfer  of  Gross  Profit.  The  gross  profit  from  trading 
is  nov7  transferred  to  the  credit  of  profit  and  loss  account,  and  this 
account  is  debited  with  the  balances  of  all  revenue  expenditure 
accounts.     Continuing  the  illustration  from  Article  78,  we  have: 

PROFIT  AND  LOSS  ACCOUNT 


Rent 

$300 

00 

Trading  a/c 

$4,500 

00 

Clerk 

520 

00 

Taxes 

20 

00 

Insurance 

14 

00 

Misc.  expense 

162  40 

Net  gain 

3,483  60 

$4,500 

00 

$4,500 

00 

81.    Transfer  of  Net  Profit.     The  net  gain  is  transferred  to 
the  credit  of  proprietor's  account  in  a  single  proprietorship. 


PROPRIETOR'S  ACCOUNT 


Net  investment  Jan.l 

$6,475 

00 

Profits 

8,483 

60 

Net  investment 
Dec.  31 

$9,958 

60 
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MERCHANDISE  INVENTORY  ACCOUNT 

82.  The  accounts  now  open  in  the  ledger,  other  than  pro- 
prietor's account,  exhibit  all  assets  and  liabilities  of  the  business  with 
the  exception  of  the  present  inventory,  which  is  included  in  the 
trading  account.  The  amount  of  the  inventory  is  transferred  to  the 
debit  of  a  merchandise  inventory  account. 

MERCHANDISE  INVENTORY 


Dec.  31  Trading  % 


$9,000  00 


The  books  are  now  said  to  be  closed,  there  being  no  open  ac- 
counts except  those  representing  assets  or  liabilities  of  the  business. 

BALANCE  SHEET 

83.  A  statement  of  the  assets  and  liabilities  of  a  business  is 
called  a  balance  sheet.  If  the  assets  exceed  the  liabilities,  the 
difference  is  the  'present  worth.  If  the  liabilities  exceed  the  assets, 
the  business  is  insolvent,  and  the  difference  or  balance  shows  the 
amount  of  insolvency. 

The  balance  sheet  is  prepared  from  the  ledger  balances  after 
the  books  have  been  closed.  In  arranging  the  accounts  on  a  bal- 
ance sheet,  the  assets  should  be  listed  first,  followed  by  the  liabili- 
ties. The  balance  will  agree  with  the  balance  shown  in  the  pro- 
prietor's   or    investment    account. 

For  the  business  of  a  single  proprietor,  it  is  customary  to  list 
the  accounts  in  the  following  general  order: 

First — Cash   in   bank  and   office. 

Second — Open  accounts  and  bills  receivable. 

Third — ^^Vlerchandise  per  inventory,  store  fixtures,  etc. 

Fourth — Real  estate. 

The  first  two  classes  are  termed  active  or  quick  assets,  as  they 
can  be  most  readily  converted  into  cash. 

The  liabilities  represented  by  credit  balances,  are  listed  in  the 
order  of  their  urgency: 

First — Open  accounts  due  others. 

Second — ^Bills  payable. 

Third — ^Mortgages  or  bonds  payable. 
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The  third  class  represents  secured  liabilities,  while  the  first  two 
represent  unsecured  liabilities. 

Continuing  the  previous  illustration,  we  find  the  balance  sheet 
of  our  imaginary  ledger  to  be  as  follows: 


BALANCE  SHEET  DEC.  31 


Assets 

Cash  in  Office 

$  24 

50 

Cash  in  Bank 

525 

90 

$  550 

40 

Open  Accounts  Receivable 

647 

10 

Bills  Receivable 

276 

00 

923 

10 

Merchandise  Inventory 

9,000 

00 

Total  Assets 

$10,473 

50 

Liabilities 

Open  Accounts  Payable 

214 

90 

Bills  Payable 

300 

00 

514 

90 

Total  Liabilities 

514 

90 

Net  Worth 

$9,958 

60 

SAMPLE  TRANSACTIONS 

84.    At  the  end  of  the  first  year,  the  trial  balance  of  a   single 
proprietorship  was  as  follows: 

Debit  Balances 
Bank  Account  $      764 .  20 

Sundry  Open  Accounts  Receivable  1,127 .  30 

Bills  Receivable  475 .  00 

Furniture  and  Fixtures  325 .  00 

Cash  in  Office  68.50 

Purchases  9,571.40 

.      Expense  675.00 

Discount  on  Sales  96 .  75 

Interest  72.10 
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Credit  Balances 

Proprietor  (Investment) 

2,500.00 

Bills  Payable 

2,000.00 

Sundry  Accounts  Payable 

1,761.60 

Sales  * 

6,913.65 

$13,175.25 
The  inventory  at  the  end  of  the  year  was  $4,962.30;  at  the 
beginning  of  the  year,  there  was  no  merchandise  in  stock.     The 
books  are  to  be  closed  into  trading  and  profit  and  loss,  and  a  balance 
sheet  prepared. 

\Mien  closing  the  books,  all  entries  necessary  to  adjust  the 
balances  of  ledger  accounts  should  be  made  through  the  journal. 
When  an  audit  is  made,  it  is  difficult  to  trace  the  entries  unless 
they  are  plainly  stated  in  one  group,  which  is  provided  when  they 
are  made  in  the  journal.  The  making  of  entries  in  the  ledger 
directly,  also  increases  the  opportunity  for  fraudulent  entries. 
Never  make  original  entries  in  the  ledger. 

EXAMPLE  FOR  PRACTICE 
From    the    following    trial    balance    prepare    trading   account; 
profit  and  loss  account;  and  balance  sheet. 

Trial  Balance 


Proprietor  (Investment) 

$  7,600.00 

Bills  Payable 

4,000.00 

Accounts  Payable 

1,470.00 

Bank 

$  1,262.84 

Accounts  Receivable 

2,693.11 

Bills  Receivable 

4,360.00 

Merchandise  Inventory 

6,277.76 

1 

Furniture  and  Fixtures 

750.00 

Purchases 

7,105.78 

Expense 

1,416.30 

Discount  on  Sales 

112.65 

Interest 

44.20 

Sales 

10,985.70 

Cash 

121.46 

$24,099.90 

$24,099.90 

Inventory  at  end  of  year  $6,493.06. 
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JOURNALIZING  NOTES 

85.  When  a  note  is  received  by  us  or  we  give  our  note  to  an- 
other, it  is  necessary  to  make  a  journal  entry  in  order  that  there  may 
be  a  proper  record  of  the  transaction  on  our  books.  Careful  study 
is  sometimes  necessary  to  determine  just  how  the  entry  should  be 
made,  and  the  following  illustrations  will  serve  as  a  guide. 

86.  When  Received.  When  we  receive  a  note,  we  debit  bills 
receivable  and  credit  the  maker — that  is,  the  person  who  gives  us 
the   note. 

We  receive  a  note  from  Samuel  Smart  for  $100.00  payable  in 
30  days.     The  journal  entry  is: 

Bills  Receivable  $100.00 

Samuel  Smart  $100.00 

30-day  note  dated  Sept.  10 

87.  When  Paid.  When  this  note  is  paid,  we  debit  cash  and 
credit  bills  receivable.  The  entry  is  made  in  the  cash  book  on  the 
debit  side  which  debits  cash  and  credits  bills  receivable. 

Bills  Receivable  Samuel  Smart's  note  $100.00 

due  Oct.  10th 

88.  When  Collected  by  Bank.  Perhaps  the  note  was  collected 
through  our  bank;  in  that  case,  the  bank,  instead  of  sending  us  the 
cash,  will  credit  the  amount  to  our  account.  The  bank  may,  also, 
charge  a  small  fee  for  collecting  the  money;  consequently  the  amount 
placed  to  our  credit  will  be  the  sum  collected,  less  their  fee.  The 
entry  in  the  journal  would  then  be: 

Bank  $99.85 

Interest  and  Discount  ,  15 

Bills  Receivable    .  $1(K).00 

Smart's  note  due  Oct.  10th 
Collected  by  bank. 

89.  When  Discounted.  At  the  time  we  received  Samuel 
Smart's  note,  we  may  have  needed  the  money  for  immediate  use 
in  our  business.  We  would  then  take  the  note  to  the  bank,  endorse 
it  payable  to  the  bank,  when  they  would  discount  it,  giving  us  credit 
for  the  net  proceeds.  Since  the  money  is  advanced  to  us,  the  bank 
would  charge  us  interest  for  ite  use,  which  amount  would  be  de- 
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ducted  from  the  whole  amount,  leaving  the  net  proceeds.  This 
amount  would  then  be  available  for  immediate  use.  The  note  is 
then  the  property  of  the  bank;  it  has  gone  out  of  our  possession 
and  we  have  received  the  cash.  The  note  is  not  paid,  and  in  dis- 
counting it  we  have  created  a  liability  to  the  bank.  Remember- 
ing that  one  of  the  functions  of  bookkeeping  is  to  exhibit  the  true 
nature  of  our  assets  and  liabilities,  we  open  a  Bills  Discounted  account 
in  the  ledger.     The  entry  is: 

Bank  $99.50 

Interest  .  50 

Bills  Discounted  SlOO .  00 

Discounted  Smart's  note  due  Oct.  10th. 

90.    When    a    Note    Drawing    Interest    is    Discounted.    The 

above  transaction  presupposes  that  the  note  is  given  without  interest; 
but  if  it  were  given  with  interest,  the  bank  would  simply  add  the 
interest  to  the  principal  and  deduct  the  discount  from  the  total. 
In  the  case  the  sum  of  the  principal  and  interest  (SIOO.OO  +  .50  = 
$100.50)  is  $100.50,  and  the  discount  $  .50,  which  would  leave 
$100.00  as  the  net  proceeds.  If  the  amount  of  the  note  were  larger 
or  the  interest  was  figured  for  a  longer  time,  it  would  make  a  differ- 
ence. Suppose  the  amount  of  the  note  to  be  $2,000.00,  time  30 
days,  interest  6%  per  annum. 

Principal  $2,000.00 

Interest  30  days  10.00 

Total  $  2,010.00 

Less  interest  on 

$2,010 .  00  for  30  days  10 .  05 


$  1,999.95 

Since  the  net  amount  realized  is  less  than  the  face  of  the  note,  we 
need  not  consider  the  interest  earned,  but  the  entry  would  be: 

Bank  $  1,999.95 

Interest  and  Discount  .  05 

Bills  Discounted  $2,000.00 

91.  When  a  Note  Drawing  Interest  is  Paid.  But  suppose 
Samuel  Smart's  note  is  $100.00  for  30  days,  with  6%  interest,  and 
that   the    note   is   kept  by  us  and   the  money  is   paid  directly  to 
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us  when  due.  We  shall  then  receive  the  interest,  in  addition  to  the 
face  of  the  note,  making  a  total  of  $100.50.  The  entry  would  then 
be  made  in  the  cash  book  on  the  debit  side,  and  would  be : 

Bills  Receivable  $100.00 

Interest  and  Discount  .50 

Samuel  Smart's  note  due  Oct.  10,  paid  to-day. 

92.  When  a  Discounted  Note  is  Not  Paid.  When  we  discounted 
Samuel  Smart's  note  of  $100.00  for  30  days  without  interest  at  the 
bank,  we  were  obliged  to  endorse  it,  which  had  the  effect  of  a  guar- 
antee of  payment.  If  not  paid  when  due,  the  amount  would  be 
charged  to  our  account  at  the  bank.  The  note  would  again  come 
into  our  possession,  and  the  amount  must  be  debited  to  some 
account,  the  credit  being  to  the  bank. 

We  have  previously  credited  the  amount  to  bills  discounted, 
and  our  entry  is : 

Bills  Discounted  $100 .  00 

Bank  $100.00 

Samuel  Smart's  note  not  paid  at  maturity. 

But  suppose  the  transaction  to  have  been  the  one  described 
in  Article  90.  The  note  returned  to  us  is  $2,010.00,  that  being 
the  amount  of  principal  and  interest.  Our  bills  receivable  and 
bills  discounted  accounts  show  the  item  as  $2,000.00  only.  There- 
fore we  must  include  the  $10.00  in  our  adjusting  entries  which  will  be : 

Bills  Receivable  $10.00 

Interest  added  to  Smart's  note  not  paid  when  due 

Bills  Discounted  $2,000 .  00 

Bank  $2,010.00 

Smart's  note  not  paid  at  maturity. 

93.  When  a  Note  is  Past  Due.  The  above  entries  leave  this 
unpaid  item  in  the  bills  receivable  account.  If  the  business  is  one 
in  which  a  large  number  of  bills  are  discounted,  it  will  be  advan- 
tageous to  show  past  due  bills  receivable  by  themselves,  leaving 
bills  receivable  account  to  represent  only  paper  not  due.  The  entry 
for  a  bill  unpaid  at  maturity  would  be : 

Bills  Receivable  Past  Due  $2,010 .  00 

Bills  Receivable  $2,010 .  00 

Smart's  note  past  due. 
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94.  When  a  Note  is  Renewed.  We  shall  now  suppose  that 
SamuflJ  Smart  finds  that  he  will  be  unable  to  pay  his  note  when 
due.  He  comes  to  us  and  offers  a  new  note  for  30  days,  which  we 
accept.  He  prefers  to  add  the  interest  due  on  the  original  note 
to  the  principal,  and  makes  his  note  for  $100.50.  We  then  return 
the  original  note  and  the  entry  is: 

Bills  Receivable  $100.50 

Interest  and  Discount  .  50 

Bills  Receivable  $100.00 

New  note  given  by  Samuel  Smart  to  cover  note  due 
Oct.  10,  with  interest. 

The  effect  of  this  transaction  is  that  we  have  received  a  new  note  for 
$100.50,  and  we  debit  bills  receivable.  This  new  note  pays  an  older 
one  which  goes  out  of  our  possession,  so  we  credit  bills  receivable. 
The  amount  of  the  new  note  includes  the  interest  on  the  old,  and 
we  credit  interest. 

W^e  might  have  gone  about  this  in  a  roundabout  way  by  making 
these  entries: 

To  cancel  the  old  note: 

Samuel  Smart  $100.50 

Bills  Receivable  $100.00 

Interest  and  Discount  50 

Note  due  Oct.  10th. 

To  enter  the  new  note : 

Bills  Receivable  $100.50 

Samuel  Smart  $100.50 

New  note  30  days  to  take  up  note  due  Oct.  10th. 

These  entries  would  leave  the  accounts  in  exacdy  Uie  same  con- 
dition as  our  first  entry,  and  would  serve  no  useful  pHirpose.*  This 
is  given  as  an  illustration  of  how  several  entries  may  be  made  when 
the  transac^on  could  be  as  clearly  explained  in  one. 

95.  When  Renewed  Note  Has  Been  Discounted.  If  the  note 
which  Samuel  Smart  has  renewed  has  been  discounted  at  the  bank, 
we  must  reimburse  the  bank  in  some  manner  before  we  can  obtain 
possession  of  the  original  note.  The  most  simple  way  to  handle 
this  transaction  will  be  to  give  the  bank  our  check  to  pay  the  note. 
The  entry  is: 
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Bills  Discounted  $100 .  00 

Interest  and  Discount  .  50 

To  Bank  $100.50 

Gave  clieok  to  take  up  Samuel  Smart's  note. 

We  shall  then  treat  the  new  note  as  previously  explained.  If,  after 
getting  it  recorded  on  the  books,  we  wish  to  discount  this  note,  the 
entries  will  be  exactly  the  same  as  when  we  discounted  the  original 
note. 

96.  When  We  Give  or  Pay  a  Note.  When  we  give  our  note, 
the  effect  of  the  transaction  is  just  the  opposite  of  the  receipt  of  a 
note.  Instead  of  adding  to  one  class  of  our  resources  we  are  increas- 
ing one  class  of  our  liabilities,  in  return  for  which  we  either  receive 
something  of  value  or  reduce  our  liabilities  of  another  class.  When 
we  give  our  note  in  payment  of  a  loan,  we  receive  cash;  if  we  buy 
goods  and  give  a  note  in  payment,  we  receive  merchandise;  if  we  give 
a  note  in  payment  of  an  account,  we  simply  reduce  our  liabilities  of 
one  class  and  add  to  those  of  another. 

The  entries  necessary  to  properly  record  transactions  involv- 
ing notes  given  or  bills  payable,  are  not  so  complex  as  is  the  case 
with  transactions  involving  bills  receivable.  The  following  illus- 
trations cover  transactions  likely  to  arise  in  the  average  business : 

We  give  our  note  for  $100.00  payable  in  30  days,  without  in- 
terest, to  Western  Grocer  Co.  in  settlement  of  an  account.  The 
entry  is: 

Western  Grocer  Co.  $100 .  00 

Bills  Payable  $100.00 

Note  30  days  without  interest 
When  we  pay  the  note  the  entry  is : 

Bills  Payable  $100.00 

Bank  $100.00 

Check  to  Western  Grocer  Co.  to  pay  note  due  Oct.  10. 

97.  When  Our  Note  Has  Been  Discounted.  The  Western 
Grocer  Co.  has  either  discounted  the  note  or  placed  it  in  the  bank 
for  collection,  and  it  is  presented  for  payment  by  the  Merchants 
Bank.     We  give  them  a  check  in  payment,  and  the  entry  is : 

Bills  Payable  1100.00 

Bank  $100.00 
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Check  to  Merchants  Bank  to  pay  our  note  to  Western  Grocer  Co., 
due  Oct.  10. 

The  entry  in  this  case  is  the  same  as  in  the  previous  illustration, 
with  the  exception  of  the  explanation. 

98.  When  We  Pay  Our  Note  With  Interest.  We  give  our 
note  to  Western  Grocer  Co.  for  $100.00  payable  in  30  days,  with 
interest  at  6%.     We  pay  the  note  by  check,  and  the  entry  is: 

Bills  Payable  $100.00 

Interest  and  Discount  .50 

Bank  $100.50 

Paid  Western  Grocer  Co.  note  due  Oct.  10,  by  check  No.  10. 

99.  When  We  Discount  Our  Note.  We  wish  to  borrow  $100 .00 
frdm  the  bank,  and  give  our  note  for  the  amount,  payable  in  30 
days.  The  bank  discounts  the  note,  placing  the  proceeds  to  our 
credit.    The  rate  of  interest  charged  is  6%.    Our  entry  is: 

Bank  $99.50 

Interest  and  Discount  .  50 

Bills  Payable  $100.00 

Note  for  $100 .  00, 30  days  discounted  at  bank. 

100.  When  We  Pay  for  Goods  With  Our  Note.  We  buy  goods 
from  Michigan  Milling  Co.  to  the  amount  of  $100.00,  and  tender 
our  note  at  30  days  with  interest,  in  payment.  This  makes  it  unneces- 
sary for  us  to  open  an  account  with  Michigan  Milling  Co.  and  the 
entry  is: 

Purchases  $100.00 

Bills  Payable  $100.00 

Invoice  #16  from  Michigan  Milling  Co. 
Gave  note  for  30  days  with  interest  at  6%. 

101.  When  We  Renew  a  Note.  When  this  note  is  due,  we 
find  it  inconvenient  to  pay,  and  give  a  new  note  for  30  days,  add- 
ing the  interest  now  due  to  the  face  of  the  original  note.  The 
amount  of  the  new  note  is  $100.50,  and  the  entry  is : 

Interest  and  Discount  $       .  50 

Bills  Payable  100.00 

Bills  Payable  $100.50 

New  note  given  Michigan  Grocer  Co.  to  renew  note 

due  Oct.  10,  $100.00,  interest  $  .50,  30  days, 

with  interest. 
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!02.  When  We  Renew  Our  Discounted  Note.  When  our  note 
r;iven  to  the  bank  is  due,  we  find  it  inconvenient  to  pay  the  entire 
amount.  We  give  the  bank  a  check  for  $50.00,  and  a  new  note  at 
30  days  for  the  balance.  The  bank  always  collects  interest  in  ad- 
vance, so  we  shall  be  obliged  to  give  them  our  note  for  $50.00  plus 
the  interest,  or  $50.25.  In  effect,  the  bank  discounts  our  note  for 
.S50.25,  the  proceeds,  $50.00,  paying  the  balance  of  our  note  now 
due.     The  entry  is: 

Bills  Payable  $100.00 

Interest  and  Discount  .25 

Bank  $50.00 

Bills  Payable  50.25 

Gave  check  for  $50.00  to  apply  on  note  due  at 
bank  to  day. 

Discounted  new  note  for  $50.25,  payable  in  30  days. 

JOURNALIZING  DRAFTS 

103.  When  a  draft  has  been  accepted,  it  should  be  treated 
the  same  as  any  other  form  of  bill  receivable  or  bill  payable.  If 
we  make  a  draft  on  a  customer,  which  he  accepts,  it  becomes  a  bill 
receivable.  If  we  accept  a  draft  drawn  on  us,  it  becomes  a  bill 
payable. 

Sight  drafts  are  frequently  made  use  of  as  a  convenient  means 
of  collecting  an  account.  Such  drafts  are  taken  to  our  bank  for 
collection,  but  they  do  not  give  us  credit  for  the  amount  until  the 
draft  is  paid.  Drafts  of  this  kind,  which  are  placed  with  the  bank 
for  collection  only,  are  not  treated  as  bills  receivable,  as  we  do  not 
credit  the  account  of  the  one  on  whom  it  is  drawn  until  payment 
is  received. 

104.  When  Our  Sight  Draft  is  Paid.  We  draw  on  Samuel 
Smart  at  sight  for  $50.00  through  our  bank.  When  paid,  we  receive 
credit  at  the  bank  for  the  amount,  less  collection  charges.  The 
entry  in  our  journal  is : 

Bank  $49.90 

Interest  and  Discount  .  10 

Samuel  Smart  $50 .  00 

Paid  sight  draft 
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105.  When  Discounting  Time  Draft.  Samuel  Smart  owes  us 
$100.00,  and  while  the  amount  is  not  due  for  30  days,  we  have  rea- 
son to  bflieve  that  he  will  accept  a  draft  payable  in  30  days.  We 
accordingly  draw  on  him  through  our  bank.  Our  reason  for  doing 
this  is  that  his  acceptance  will  be  a  promise  to  pay,  and  our  bank 
will  then  discount  the  draft.  The  draft  is  accepted,  and  our  bank 
notifies  us  that  the  proceeds  have  been  placed  to  our  credit,  the  draft 
being  discounted  at  6%.     The  entries  are: 

Bills  Receivable  $100 .  00 

Samuel  Smart  1100.00 

Samuel  Smart  accepted  our  30-day  draft 

Bank  99.50 

Interest  and  Discount  .  60 

Bills  Discounted  $100 .  00 

Discounted  Samuel  Smart's  30-day  acceptance. 

106.  When  We  Accept.  When  we  accept  a  draft  payable  at 
a  future  date,  it  immediately  becomes  a  bill  payable  and  should  be 
so  treated. 

We  accept  the  30-day  draft  of  the  Western  Grocer  Co.  for 
$200.00.     Our  journal  entry  is : 

Western  Grocer  Co.  $200 .  00 

Bills  Payable  $200.00 

Accepted  30-day  draft. 

107.  When  We  Pay  an  Acceptance.  When  this  draft  is  due, 
we  pay  it,  giving  our  check  to  the  bank.     The  entry  is: 

Bills  Payable  $200.00 

Bank  $200.00 

Gave  check  to  pay  draft  of  Western  Grocer  Co. 

108.  When  We  Pay  a  Sight  Draft.  Instead  of  accepting  a  time 
draft,  we  pay  a  sight  draft  of  Western  Grocer  Co.  for  $200.00.  In 
this  case  it  has  not  become  a  bill  payable,  and  our  entry  is: 

Western  Grocer  Co.  $200 .  00 

Bank  $200.00 

Check  to  Merchants  Bank  to  pay  sight  draft. 
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EXAMPLES   FOR  PRACTICE 

The  following  examples  are  to  be  journalized  by  the  student 
after  he  has  become  thoroughly  familiar  with  the  transactions  pre- 
viously explained: 

—  Nov.  6  — 

Received  from  Jackson  &  Co.  their  note  for  $214.00  without 
interest,  payable  in  30  days,  in  full  settlement  of  account. 

—  Nov.  6  — 

Received  from  David  Newman  his  note  for  $650.00  with  in- 
terest at  6%,  payable  in  30  days,  in  settlement  of  account.  We 
discounted  this  note  at  First  National  Bank. 

—  Nov.  7  — 

Paid  our  note  given  Oct.  6,  to  National  Spice  Co.^  amount 
$150.00  with  interest  at  6%.  This  note  was  paid  by  ctecJi  ill  to 
Mechanics  Bank. 

—  Nov.  8  — 

Bought  from  Valley  Mills  on  our  note  for  30  days  with  interest 
at  6%,  100  bbls.  flour  at  $5.25  per  bbl. 

—  Nov.  9  — 

Discounted  our  note  for  $1,000.00,  30  days,  at  First  National 
Bank. 

—  Dec.  6  — 

Jackson  &  Co.,  paid  their  note  due  to-day,  $214.00. 

—  Dec.  6  — 

David  Newman  paid  $300.00  on  his  note  due  to-day.  Gave 
new  note  for  balance  due,  payable  in  30  days  with  interest  at  6%. 

—  Dec.  8  — 

Paid  our  note  to  Valley  Mills  by  check  #11. 

—  Dec.  9  — 

Paid  $500.00  on  our  note  to  First  National  Bank  by  check  #12. 
Gave  new  note  for  $500  payable  in  30  days,  interest  at  6%. 

—  Dec.  9  — 

Andrew  White  paid  sight  draft,  $42.60,  through  First  National 
Bank,  exchange  $  .10. 
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—  Dec.  9  — 

J.  D.  Jenks  accepted  our  30-day  draft  for  ^140.00,  which  we 
discounted  at  First  National  Bank  at  6%. 

—  Dec.  10  — 

Accepted  a  30-day  draft  for  $75.00  drawn  by  Eastern  Woodei^ 
ware  Co. 

—  Dec.  11  — 

Gave  First  National  Bank  our  check  for  $90.00  to  pay  60-day 
draft  of  Farwell  &  Graves  accepted  by  us  Oct.  11. 

—  Dec.  12  — 

Gave  First  National  Bapk  our  check  for  $41.00  to  pay  sight 
draft  of  Dun  &  Co. 


SINGLE-ENTRY  BOOKKEEPING 


INTRODUCTION 


1.  Single-entry  Bookkeeping  is  adapted  to  personal  accounts 
and  to  most  small  businesses  where  the  proprietor  is  able  per- 
sonally to  oversee  and  to  manage  the  establishment.  And,  in 
its  appropriate  field,  it  is  as  superior  to  the  more  complex  double- 
entry  methods  as  they  are  to  single  entry  for  use  in  the  larger 
establishments  where  the  manager  must  see  the  workings  of  the 
business  in  hand  through  the  reports  of  assistants. 

2.  Theoretically,  single-entry  books  keep  account  only  with 
persons. 

3.  The  books  essential  for  single-entrj^  accounting  vary  with 
the  nature  of  the  business  in  hand.  In  any  case,  a  ledger  (see 
a  standard  form,  pages  13-15),  is  required;  and,  if  the  pages  are 
broad  enough  to  permit  of  details  being  written  in,  this  one  book 
might  well  be  sufiicient.  Each  ledger  page,  as  shown  in  the  illustra- 
tions, is  divided  into  two  parts.  Charges  against  the  person  whose 
name  heads  the  page  are  entered,  by  custom,  on  the  left-hand 
side;  credits  are  entered  on  the  right-hand  side.  The  difference 
between  the  total  of  the  left-hand  (debit)  items  and  the  total  of 
the  right-hand  (credit)  items  shows  the  balance  still  due  to  or 
from  the  person  whose  name  heads  the  account. 

4.  Ordinarily,  however,  transactions  are  entered,  in  detail,  in  a 
separate  book  (usually  called  the  Day  Book),  in  order  of  occurrence 
and  under  their  respective  dates;  and  afterward  posted,  or  trans- 
ferred in  summary,  to  the  proper  ledger  accounts  with  references 
back  to  the  page  of  the  book  of  original  entry  where  the  details 
may  be  found.  Sometimes,  also,  a  cashbook  is  kept  and  used 
partly  as  a  perpetual  inventory  of  cash  and  partly,  also,  as  a 
book  of  original  entry;  and  postings  of  personal  account  items 
are  made  from  it.     (See  page  12.) 

Other  books  are  the  bill  book,  the  sales  book,  etc.,  according 
to  the  needs  of  the  particular  business.  ^ 
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5.  It"  the  books  are  correctly  kept,  the  condition  of  a  busi- 
ness at  any  date  can  be  as  accurately  told  by  the  single-entry  as 
by  the  customary  double-entry  method;  because,  in  each  case,  all 
property  values  are  determined  by  inventory.  Moreover,  the 
advantage  of  comparing  conditions  at  one  date  with  conditions 
at  a  different  date  (known  in  double-entry  work  as  a  comparative 
Balance  Sheet)  can  be  had  as  well  by  the  one  method  as  by  the 
other  and  the  loss  or  gain  between  any  two  dates  can  be  as  cer- 
tainly told  by  the  one  as  by  the  other  method.  But  errors  are 
more  likely  to  pass  unnoticed  in  single  entry  and  there  are  fewer 
internal  checks  and  certain  other  results  and  advantages  arising 
out  of  keeping  a  record  of  the  sources  of  losses  or  gains,  so  promi- 
nent a  feature  in  double-entry  bookkeeping  which  cannot  be 
secured  at  all  by  the  single-entry  method.  Neither  is  it  pos- 
sible by  single  entry  to  tell  what  property  ought  to  be  on  hand  at 
any  date.  Sometimes  this  factor  is  determined  in  single^'entry,  for 
cash  and  less  frequently  for  merchandise,  by  the  keeping  of  a 
Cash  or  a  Merchandise  account.  But  it  must  be  remembered 
that  such  accounts  are  no  part  of  single-entry  bookkeeping. 

6.  A  Joiu*nal  may  be,  but  very  seldom  is,  used  in  single- 
entry  work.  More  commonly  the  journal  feature  is  introduced 
into  the  day  book  by  means  of  an  extra  money  column,  one  being 
reserved  for  debit  items  and  the  other  for  credit  items,  thus  mak- 
ing a  day-book-journal  (See  pages  9-11);  but  ordinarily  a  day  book 
has  only  one  money  column.  The  method  of  proof  of  single-entry 
work  varies  with  the  form  of  day  book  and  whether  posting  is 
made  from  the  cashbook;  but  ordinarily  a  checking  or  review 
of  the  work  is  accepted  as  sufficient. 

SAMPLE  TRANSACTIONS 

7.  In  the  following  pages  there  is  presented  first,  a  state- 
ment of  an  investment  made  by  one  Wm.  Webster  irw  the  grocery 
business  and  a  record  of  his  subsequent  transactions  for  a  short 
period,  sufficient  to  illustrate  the  system  of  single-entry  account 
keeping.  The  style  of  books  used  is  not  the  simplest  form  but 
presents  a  combined  day-book-journal,  that  is,  an  itemized  record 
of  the  several  transactions  in  order  of  occurrence  together  with  a 
showing,    by   use    of   different   money   columns,    of   whether   the 
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several  transactions  require  a  debit  or  a.  credit  in  the  ledger,  or 
book  of  accounts;  and  a  cashbook  which  is  used  also  as  a  book 
of  original  entry  and  postings  made  from  it  as  from  the  day-book- 
journal. 

To  begin  with,  the  proprietor  is  assumed  to  be  investing,  in 
the  grocery  business,  all  his  assets  and  liabilities;  hence  such 
entries  must  be  made  in  his  day-book-journal  and  in  his  cashbook 
as  will  provide  for  opening  in  his  new  books  a  full  record  of  the 
assets  and  liabilities  existing  on  the  date  of  opening;  because  no 
entries  are  to  be  made  in  the  ledger  unless  details  of  same  are  to 
be  found  either  in  the  day-book-journal  or  in  the  cashbook. 
Hence  the  simple  statement  of  assets  and  liabilities  found  at  the 
top  of  page  9  and  from  which  accounts  are  opened  in  the  ledger 
with  the  different  persons  from  whom  money  is  due  to  Webster 
and  to  whom  money  is  due  from  him  and  also  a  credit  to  Wm. 
Webster's  account  for  his  net  worth. 

No  account  is  opened  with  Merchandise  or  with  Cash  but 
in  this  case  a  memorandum  of  receipts  and  disbursements  of 
cash  is  kept  in  the  cashbook:  hence  the  check  (s/)  mark  opposite 
these  titles  in  the  day-book-journal.  This  check  mark  means  ''not  to 
he  posted." 

8.  Now,  taking  the  first  transaction  of  Mr.  Webster  as  a 
grocer,  we  have  a  sale  of  goods  to  Henry  Norton.  Since  Norton 
does  not  pay  for  the  goods,  he  is  to  be  charged  and  entry  is  made 
accordingly  in  the  day-book-journal,  giving  details  of  the  transac- 
tion and  entering  the  sum.  to  be  charged  in  the  left-hand  money 
column  to  indicate  that  it  is  to  be  carried  into  the  ledger  as  a 
charge  (or  debit)  item.  Dates  are  given  as  of  course.  Posting 
to  the  ledger  is  usually  done  after  close  of  business  for  the  day. 

The  sale  to  John  Smallwood  is  handled  in  like  manner. 

On  the  21st  we  have  notice  of  cash  sales  $14.10.  Some  person 
or  persons  bought  goods  to  that  amount  and  paid  for  them  so  no 
account  is  to  be  opened  and  the  only  entry  required  is  one  in  the 
cashbook  to  record  the  amount  of  cash  received. 

On  tlie  22nd  cash  was  given  out  for  goods.  No  person  is  to 
be  either  debited  or  credited  but  we  do  wish  to  record  the  dis- 
bursement of  cash  and  hence  the  entry  in  the  cashbook. 

On  the  24th  there  is  record  of  $25.00  paid  to  John  Smallwood 
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on  account.  An  entry  of  $25.00  in  the  money  column  on  the 
right  hand  side  of  the  cashbook  will  record  the  payment  and  keep 
the  cashbook  balance  in  agreement  with  the  actual  amount  of 
cash  on  hand;  the  entry  of  the 'date  when  it  was  paid,  and  the 
name  of  the  person  to  whom  it  was  paid,  standing  only  as  memo- 
randa accounting  for  the  payment  of  the  money.  But  this  is  not 
sufficient.  We  must  credit  John  Smallwood's  account  for  the  money 
paid.  This  can  be  done  either  through  an  entry  in  the  day-book- 
journal,  which  means  extra  work  —  practically  making  the  same 
entry  over  again  with  only  a  slight  change  in  form  —  or  by  using 
the  memorandum  entry  in  the  cashbook  as  the  "original  entry" 
of  the  transaction  and  posting  direct  from  the  cashbook  to  the 
ledger.    This  latter  method  is  to  be  used  in  the  Wm.  Webster  set. 

The  receipt  of  $26.25  from  Henry  Norton  on  the  25th  is 
handled  in  like  manner  only  it  is  a  receipt  instead  of  a  payment 
of  cash  and  involves  a  credit  instead  of  a  debit  ledger  entry. 

Watch  the  different  transactions  that  require  a  debit  or  a 
credit  to  some  person  and  trace  their  entry  through  the  day-book- 
journal  or  cashbook  into  the  ledger.  It  is  not  a  difficult  proposi- 
tion and  you  will  readily  learn  the  method  used. 

The  business  is  opened  by  Wm.  Webster  on  the  21st  day  of 
November,  190 -.  He  is  to  conduct  a  retail  grocery  business  and  has 
rented  a  store  from  Wm.  Bristol  at  a  monthly  rental  of  $30.00.  His 
resources  consist  of  cash,  $600.00;  a  stock  of  groceries,  $946.50;  per- 
sonal accounts  due  him  as  follows:  Henry  Norton  $25.00,  L.  B. 
Jenkins  $22.70.  His  liabilities  consist  of  two  accounts,  as  follows: 
Brewster  &  Co.,  $115.20;  Warsaw  Milling  Co.,  $64.00.  The  opening 
entry  recording  the  above,  is  made  in  the  journal  as  in  double  entry, 
but  only  personal  items  are  posted.     Cash  is  transferred  to  the  cash 

book. 

—  Nov.  21  — 

Sold  to  Henry  Norton  on  account 

10  #  sugar  5y  $     .55 

2  cans  com  .25 

1  oan  p»a8  -15 

3#  rice  -30 

1.25 
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—  21  — 

Sold  to  John  Smallwood  on  account 

5#  butter  $1.00 

4#  lard  .60 

1  doz.  eggs  .25 


1.75 

—  21  — 

Cash  sales 

14.10 

—  22  — 

Sold  to  Harry  Webster  on  account 

7  bars  Lenox  soap 

.25 

1  pkg.  gold  dust 

.20 

1  pkg.  matches 

.15 

i  bbl.  flour 

1.35 

1.95 

—  22  — 

Bought  for  cash 

10  doz.  eggs  .21  2.10 

—  23  — 
Bought  from  H.  KHng  &  Co.  on  account 

244  #  hams  .12^  22.50 

201  #  lard  .07^  15.08 


45.58 


—  23  — 
Sold  to  F.  W.  Bradley  on  account 

2  bu.  potatoes  1.60 

—  23  — 
Sold  to  C.  D.  Glover  on  account 

1  bbl.  apples  3.25 

5  gal.  vinegar  1.25 

4.50 

—  23  — 

Cash  sales  13.20 
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—  24  — 

Sold  to  A.  C.  May  bury  on  account 

H  bkg.  powder 

$  .50 

1/  corn  starch 

.10 

1#  soda 

.10 

1    pkg.  jello 

.20 

.90 

—  24  — 

Sold  to  John  Smallwood  on  account 

2#  cheese 

.32 

1    bottle  vanilla 

.35 

1#  coffee 

.35 

1#  tea 

.60 

1.62 

—  24  — 

Bought  from  John  Smallwood  on  account 

100  bu.  potatoes  .60  60.00 

—  24  — 
Paid  John  Smallwood 


Cash  on  account 

25.00 

—  24  — 

Cash  sales 

15.00 

-25  — 

Paid  Brewster  &  Co. 

Cash  on  account 

115.20 

—  25  — 

Sold  to  L.  B.  Jenkins  on  account 

^#  pepper 

.20 

12  #  ham                           .14 

1.68 

1.88 

—  25  — 

Received  from  Henry  Norton 

Cash 

26.25 

—  25  — 

Cash  sales 

13.00 
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—  26  — 
Credited  Wm.  Bristol 

for  one  month's  rent  $30.00 

—  26  — 
Sold  to  Wm.  Bristol  on  account 

11/  ham  .14                                  1.54 

1  qt.  bottle  olives  .50 

2#  coffee  .70 

20#  sugar  .05^                               1.10 

3.84 

—  26  — 
Sold  to  C.  D.  Glover  on  account 

ibbl.  flour  1.35 

1#  bkg.  powder  .50 

7  cks.  borax  soap  .25 

2.10 

—  26  — 

Paid  cash  for  clerk  hire  8.00 

—  26  — 

Cash  sales  18.70 

—  28  — 
Sold  to  H.  N.  Shaw  on  account 

1  bu.  potatoes  .80 

1  doz.  cans  corn  1.50 

2.30 

—  28  — 
Sold  to  Watkins  Hotel  Co.  on  account 

10  bu.  potatoes  .75  7.50 

50  #  lard  .10  5.00 

20#  ham  .13^  2.70 

15.20 

—  28  — 
Cash  sales  9.45 


89 


SIN(U.E  KXTHY  1UM>KKKKPL\G 

—  29  — 

Bought  from  Lowell  »S:  Sons  on  account 

500-  sugar  .04|  $23.75 

50  gal.  molasses  .30  15.00 


38.75 
—  29  — 

Bought  from  Star  Salt  Co.  on  account 

10  bhls.  salt  .80  8.00 


—  20  — 

Sold  to  R.  H.  Sherman  on  account 

1-*  coffee 

.25 

1#  chocolate 

.45 

1  qt.  olive  oil 

1.35 

h  ginger 

.15 

l^  pepper 

.15 

1  pkg.  mince  meat 

.10 

2*  lard 

.25 

2.70 

—  29  — 

Cash  sales 

14.35 

—  30  — 

Received  from  F.  W.  Bradley  on  account 

Cash 

1.60 

—  30  — 

Paid  Warsaw  Milling  Co.  on  account 

Cash 

64.00 

—  30  — 

Sold  to  John  Smallwood  on  account 

1  bbl.  salt 

1.10 

—  30  — 

Sold  to  D.  E.  Johnson  on  account 

10^  lard                               .10 

1.00 

1#  bkg.  powrler 

.50 

1  pk.  apples 

.35 

1.85 
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—so- 
Bought  for  cash 

5  bu.  apples  1.00  $  5.00 

—30— 
Cash  sales  S17.90 

To  determine  the  loss  or  gain  for  the  period  in  business,  find 
from  the  ledger  the  amount  of  the  balances  due  to  or  from  the 
various  persons  with  whom  dealings  have  been  had  on  credit.  Take 
into  account  the  cash  on  hand  as  shown  by  the  cashbook  and  the 
value  of  the  merchandise  as  shown  in  sec.  9.  Make  up  a  statement 
as  illustrated  on  page  16  and  compare  the  result  with  the  net  worth 
at  beginning. 
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Single  Entry  Profit  and  Loss  Statement 


DETERMINING  THE  PROFIT 


9.  Having  no  nominal  accounts,  we  cannot  close  through  trading 
account  into  profit  and  loss,  but  must  use  another  method  to  find 
the  profit  or  loss  for  a  given  period.  It  will  be  necessary  to  first 
ascertain  the  present  worth  of  the  business.  Therefore  the  first  step 
will  be  to  take  an  inventory,  just  as  we  would  if  closing  a  double  entry 
ledger.  Our  inventory  shows  merchandise  $1,042.77.  Next  we  will 
make  a  statement  of  assets  and  liabilities,  following  the  same  form 
as  the  balance  sheet  when  the  books  are  kept  by  double  entry.  This 
will  give  us  the  present  worth. 

From  the  present  worth,  we  will  deduct  the  capital  investment 
(or  the  present  worth  at  the  time  of  making  the  last  statement)  which 
will  show  the  profit  for  the  period.  If  the  present  worth  is  less  than 
the  capital  investment,  the  business  shows  a  loss. 

It  will  be  noted  that  while  this  method  shows  net  profits,  it  does 
not  show  how  those  profits  were  made.  Having  no  accounts  with 
purchases  and  sales,  we  can  have  no  trading  account  to  show  gross 
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profits,  and  without  expense  accounts  there  is  no  data  from  which 
to  make  up  a  detailed  profit  and  loss  statement.  Herein  is  one  of  the 
shortcomings  of  the  single  entry  method  of  bookkeeping. 

CLOSING  THE  BOOKS 

10.  To  close  a  single  entry  ledger,  all  that  is  necessaiy  is  to 
credit  the  proprietor's  investment  account,  or  any  account  representing 
capital,  with  the  net  gain,  or  else  to  debit  the  account  selected  with 
the  net  loss. 

EXERCISE 

On  a  certain  date  the  assets  and  liabilities  of  David  Henry  are 
as  follows: 

Assets 

Cash  $450.00 

Due  from  sundry  debtors  75.20 

Merchandise  per  inventory  762.50 
Liabilities 

Due  sundry  creditors  144.00 

The  following  transactions  are  recorded: 

Sales  to  sundry  persons  on  account  44.71 
Bought  from  sundry  persons  on  account     337.54 

Sold  for  cash  94.90 

Received  cash  on  account  62.00 

Paid  cash  on  account  132.50 

Paid  cash  for  rent  35.00 

Paid  cash  for  clerk  hire  7.00 

At  the  close  of  the  period  in  which  these  transactions  were  re- 
corded, the  inventory  of  merchandise  on  hand  was  $987.75. 

First.  Open  single  entry  books,  entering  these  transactions  in 
the  journal  and  cash  book. 

Second.  Post  to  ledger  using  the  terms  Debtor  and  Creditor  to 
represent  account  of  customers  and  those  from  whom  goods  were 
purchased. 

Third.     Prove  the  ledger. 

Fourth.     Make  a  statement  of  assets  and  liabilities. 

Fifth.  Has  there  been  a  gain  or  a  loss,  and  how  does  it  affect 
the  account  of  the  proprietor? 
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CHANGING  TO  DOUBLE  ENTRY 

1 1.  How  to  change  the  method  of  keeping  a  set  of  books  from 
single  to  double  entry  is  an  important  question  to  the  bookkeeper, 
for  he  may  be  called  upon  any  time  to  do  the  work.  When  once 
understood,  the  change  involves  only  very  simple  entries.  The  routirre 
may  be  briefly  described  as  follows: 

First.     Prepare  a  statement  of  assets  and  liabilities. 

Second.  Enter  this  statement  in  the  journal  and  post  to  the  ledger, 
debiting  all  accounts  which  represent  assets  and  crediting  all  accounts 
which  represent  liabilites.  Credit  proprietor's  account  with  the  differ- 
ence, which  is  the  present  worth. 

If  a  new  ledger  is  to  be  opened,  new  accounts  will  be  opened 
for  each  form  of  asset  or  liability  represented  in  the  ontrj. 

If  the  old  ledger  is  to  be  used  new  accounts  are  to  be  opened 
with  assets  and  liabilities  not  already  represented  by  accounts  in  the 
ledger,  and  the  net  gain  only  will  be  credited  to  the  proprietor's 
account.     Check  personal  accounts,  but  do  not  post. 

Third.  Take  a  trial  balance  to  see  if  the  ledger  is  in  balance, 
as  it  should  be  after  posting  these  entries. 

EXERCISE 

Following  the  rules  given,  change  the  books  of  David  Henry 
to  double  entry  using  the  old  ledger. 

Show^  necessary  journal  entry  and  indicate  what  new  accounts 
must  be  opened. 

CHANGING  PARTNERSHIP  BOOKS  TO  DOUBLE  ENTRY 

12.  We  will  suppose  that  the  ledger  illustrated  in  the  following 
model  set  (pages  23  -  27)  represents  the  business  of  Benton,  Doug- 
las, and  Kemp,  and  that  the  books  have  been  kept  by  single  entry. 

They  wish  to  adopt  the  double  entry  method  and  call  you  in  to 
make  the  necessary  changes  in  their  books. 

Your  first  step  is  to  make  a  statement  of  the  ledger  accounts, 
including  all  except  the  capital  accounts  of  the  partners.  This 
statement  gives  you  the  following  information: 

Personal  Accounts,  Debit  Balances  $  189.25 
Personal  Accounts,  Credit  Balances  2,828.50 
Cash  in  Bank  7,313.73 
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You  also  balance  the  cash  book  and  compare  the  balance  with 
the  cash  in  drawer,  and  find  that  the  amount  shown,  $21.60,  is  correct. 
In  the  meantime  an  inventory  is  being  taken.     When  completed, 
the  results  shown  are: 

Merchandise  $2,114.50 

Furniture  and  Fixtures  2,000.00 

The  next  step  is  to  make  a  statement  of  assets  and  liabilities  for 
the  purpose  of  finding  the  present  worth  of  the  business. 

STATEMENT  OF  ASSETS  AND  LIABILITIES 

Assets 

Cash  in  Bank  (Ledger)  $7,313.73 

Cash  in  Office  (Cash  Book)  21.60 

Personal  Accounts  (Ledger)  189.25 

Merchandise  (Inventory)  2,114.50 

Furniture  and  Fixtures  (Inventory)  2,000.00 


Total  Assets  $11,639.08 

Liabilities 

Personal  Accounts  (Ledger)  2,828.50 


Present  Worth  8,810.58 

The  capital  accounts  of  the  partners  show  the  original  investment 
to  have  been  $9,000.00,  which  is  more  than  the  present  worth.  De- 
ducting the  latter  from  the  former  will  give  the  net  loss. 

Investment  $9,000.00 

Present  Worth  8,810.58 


Net  Loss  189.42 

The  partnership  agreement'provides  that  profits  and  losses  are 
to  be  shared  equally,  but  contains  no  reference  to  the  payment  of 
interest  on  withdrawals,  or  allowance  of  interest  on  personal  credits. 

The  statement  of  assets  and  liabilities  is  entered  in  the  journal 
and  accounts  opened  in  the  ledger  with  merchandise  inventory  and 
furniture  and  fixtures — the  only  items  not  already  represented  by 
ledger  accounts.  To  complete  the  change  and  balance  the  ledger 
the  following  single  entry  is  made  in  the  journal  and  posted  to  partners' 
personal  accounts. 
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22  SINGLE  ENTRY  BOOKKEEPING 

James  Benton  Dr.  $63.14 

Horace  Douglas  Dr.  63.14 

Henry  Kemp  Dr.  63.14 

A  trial  balance  will  now  show  the  ledger  to  be  in  balance. 

You  have  followed  the  routine  necessaiy  to  change  the  books 
of  a  partnership  from  single  to  double  entry  under  the  conditions 
given.  A  general  rule  to  be  followed  is  to  ascertain  the  present 
worth,  make  the  partnership  adjustment  as  in  single  entry,  and  post 
as  in  changing  books  of  a  single  proprietorship. 

EXERCISE 

The  books  of  Lancaster,  Jenkins,  and  Stubb  have  been  kept  by 
single  entry,  but  they  desire  to  change  to  double  entry. 

The  partnership  agreement  provides  that  each  partner  shall 
share  in  the  profits  in  proportion  to  his  net  investment.  Separate 
accounts  are  kept  with  each  partner  to  cover  his  investment  and 
withdrawals. 

The  following  is  a  statement  of  the  ledger  accounts  as  they 
appeared  December  31st.  The  balances  of  partners'  investment 
accounts  are  the  same  as  when  the  last  adjustment  was  made,  no 
additional  investments  having  been  made  during  the  present  period. 

STATEMENT  OF  LEDGER 

Lancaster,  Investment     Credit    Balance       S2 ,000.00 
Jenkins  "  "  "  1,500.00 

Stubb  "  "  "  1,500.00 

Personal  Accounts  "  "  900.00 

Debit  "  2,200.00 

Lancaster,  Withdrawals        "  "  325.00 

Jenkins  "  "  "  250.00 

Stubb  "  "  "  175.00 

Bank  "  "  "  2,150.00 

Cash  in  office  50.00 

An  inventory  is  taken  and  shows  the  value  of  merchandise  in 
stock  to  be  $1,850,00,  fixtures  $300.00. 

First.  Transfer  debit  balances  of  partners'  withdrawal  accounts 
to  investment  accounts. 

Second.  Show  entries  to  make  the  partnership  adjustment  and 
to  change  books  to  double  entry. 

Third.  Indicate  by  check  (\/)  what  accounts  are  not  to  be 
posted,  the  old  ledger  being  used. 
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When  but  one  or  two  clerks  are  employed,  it  is  possible  to  record 
these  sales  in  a  counter  book  or  blotter;  but  in  a  larger  business  em- 
ploying several  clerks,  this  method  would  be  extremely  inconvenient. 
The  bookkeeper  would  be  obliged  to  wait  for  the  books;  and  even 
if  two  sets  of  counter  books  were  provided  for  use  on  alternate  days, 
the  work  would  always  be  at  least  one  day  behind. 

The  increase  in  the  volume  of  business  transacted,  and  the  mul- 
tiplicity of  transactions  in  a  retail  store,  have  been  responsible  for 
the  introduction  of  many  labor-saving  methods  and  devices.  One 
of  these  now  used  in  all  large  stores  and  in  many  small  ones,  is  the 
sales  ticket. 

The  sales  ticket  is  to  all  intents  and  purposes  a  small  invoice 
blank.  Sales  tickets  are  put  up  in  pads  or  in  book  form,  and  are 
numbered  in  duplicate.  The  number  is  prefixed  by  a  letter — as 
H  10 — which  is  intended  to  indicate  either  the  department  or  the 
sales  person.  When  a  sale  is  made,  the  ticket  or  bill  is  made  in 
duplicate  by  means  of  carbon  paper;  one  copy  is  given  to  the  cus- 
tomer, and  the  other  retained.  If  it  is  a  cash  sale,  the  copy  retained 
goes  to  the  cashier  with  the  money;  if  a  sale  on  account,  to  the  book- 
keeper to  be  charged. 

These  sales  tickets  are  also  used  for  taking  orders  for  future 
delivery,  both  copies  being  retained  until  the  order  is  filled.  When 
delivery  is  made,  one  copy  goes  to  the  customer  as  a  bill.  Aside 
from  the  time  saved,  the  sales  ticket  is  a  great  convenience,  as  its 
use  gives  the  customer  a  bill  for  every  purchase. 

DEPARTMENTAL  RECORDS 

24.  When  the  goods  sold  are  divided  into  departments,  it  is 
here  customary  to  record  carefully  the  purchases  and  sales  for  each 
department.  These  records  are  provided  for  by  the  use  of  purchase 
and  sales  books  having  as  many  columns  as  there  are  departments. 
Let  us  suppose  that  the  business  under  consideration  is  a  single 
proprietorship,  and  that  the  goods  sold  are  clothing,  shoes,  and  fur- 
nishings. Each  class  of  goods  is  kept  in  a  separate  department, 
sales  and  purchases  being  recorded  by  departments. 

25.  Purchase  and  sales  books  of  a  special  design  are  used, 
each  having  three  special  columns.  It  will  be  noted  that  neither 
purchases  nor  sales  are  recorded  in  detail,  but  that  both  purchase 
invoices  and  sales  tickets  are  recorded  by  number,  and  only  the 
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totals  extiMulcd  in  tlio  proper  column.  The  charges  and  credits 
arc  posted  to  personal  accounts  from  the  purchase  and  sales  books. 
AH  purchase  invoices  are  filed  in  numerical  order.  The  sales  tickets 
are  kept  in  bundles,  each  day's  tickets  by  themselves.  The  tickets 
of  each  department  and  each  sales  person  are  also  kept  by  themselves. 
If  it  becomes  necessary  at  any  time  to  know  the  items  of  an  invoice 
or  sales  ticket,  it  is  an  easy  matter  to  refer  to  the  files  under  the 
proper  date  and  number  for  the  desired  information. 

The  combined  totals  of  the  three  department  columns  must 
equal  the  footing  of  the  total  column.  All  footings  are  carried  for- 
ward until  the  end  of  the  month,  when  the  totals  are  posted  directly 
to  purchase  and  sales  accounts,  completing  the  double  entry.  In 
the  ledger,  purchase  and  sales  accounts  are  kept  with  each  depart- 
ment; but  when  the  books  are  closed,  the  results  from  all  depart- 
ments are  combined  in  the  trading  account.  Instead  of  recording 
cash  sales  in  a  special  column  in  the  cash  book,  all  receipts  of  this 
kind  are  entered  in  the  regular  ca^h  received  column.  These  sales 
are  not  posted  from  the  cash  book,  but  are  entered  in  the  sales  book 
daily.  Thus  they  are  carried  forward  in  the  footings,  and  at  the 
end  of  the  month  the  totals  of  the  sales  book  represent  all  sales, 
both  on  account  and  for  cash. 

26.  The  cash  book  in  this  set  presents  some  new  features. 
Instead  of  using  both  pages  of  the  book,  one  page  is  used  for  both 
debit  and  credit.  The  bank  account  is  also  kept  in  the  cash  book, 
debit  and  credit  columns  being  provided  for  this  purpose.  Deposits 
are  entered  in  the  bank  debit  column  and  in  the  cash  credit  column. 
Checks  are  entered  in  the  bank  credit  column  and  posted  to  individual 
accounts.  The  other  books  used  are  the  journal  and  ledger.  The 
journal  is  used  only  for  adjusting  entries  which  cannot  be  made 
through  the  other  books. 

SAMPLE  TRANSACTIONS  USINQ  STANDARD  LEDGER  FORMS 

27.  The  business  is  opened  by  C.  D.  Walker,  who  invests 
$3,500.00  cash,  which  he  deposits  in  the  bank.  The  following  trans- 
actions are  recorded : 
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—  Jan.  12  — 
Bought  from  Hart  Schaffner  &  Marx,  Chicago 
50  suits  $13.30 

15     "  16.50 


Net;  2%  10. 
Invoice  #1. 

—  Jan.  12  — 

Bought  from  Hamilton  Brown  Shoe  Co.,  St.  Louis 

30  pr.  shoes  2.25 

30     "       "  4.25 

10    "       "  1.50 


Net  60;  2%  10. 
Invoice  #2. 

—  Jan.  14  — 
Bought  from  Farwell  &  Co.,  Chicago 
1  doz,  shirts 

9       ((  II 


4 
2 

1 

10 

5 


SOX 


underwear 
hdkfs. 


13.50 
9.00 
6.25 
1.50 
2.00 
6.50 
1.10 


Net  60;  2%  10. 
Invoice  #3. 

—  Jan.  14  — 
Bought  from  Barr  Dry  Goods  Co.,  St.  Louis 
12  doz.  collars  .75 

12     "         "  1.10 


Net  30. 
Invoice  //3. 


$665.00 
247.50 

$912.50 


67.50 

127.50 

15.00 

210.00 


13.50 

18.00 

25.00 

3.00 

2.00 

65.00 

5.50 


132.00 


9.00 
13.20 


22.20 
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—  Jan. 

15  — 

Sold  to  S.  W.  Martin,  842  3(1  Av. 

,  on  account 

Sales  ticket  A  4. 

25.00 

s.t:  bg 

4.50 

S.T.    CIS 

6.00 

35.50 

—  Jan. 

15  — 

Sold  for  cash 

Clothing 

148.70 

Furnishings 

26.50 

Shoes 

54.00 

—  Jan.  15  — 
Paid  Hart,  Schaffner  &  Marx  account 


229.20 


Check  #1 

894.25 

Discount 

- 

18.25 

912.50 

—  Jan.  16  — 

Sold  to  A.  R.  Crane,  1162  Baker  St.,  on 

account 

S.T.   B7 

—  Jan.  17  — 

3.00 

Sold  to  D.  H.  AVhipple, 

476  Lake  St., 

on  account 

S.T.   A  12 

27.50 

Paid  cash  on  account 

—  Jan.  17  — 

10.00 

Received   from   S.   "\V. 

Martin 

1  .shirt,  for  exchange 

1.50 

Sold  him  on  account 

1  shirt 

2.00 

S.T.    B9 

—  Jan.  17  — 

Sold  for  cash 

Department  A 

200.00 

B 

64.00 

C 

87.50 

351.50 
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—  Jan.  19  — 
Sold  to  C.  D.  Lewis,  64  Ferrj  Av.,  on  account 


S.T,   Bll 

6.50 

S.T,    C23 

3.50 

10.00 

—  Jan.  19  — 

Paid  Hamilton  Brown  Shoe  Co.,  on  account 

Check  #2 

205.80 

Discount 

4.20 

210.00 

—  Jan. 

19  — 

Paid  clerk  hire,  cash 

12.00 

—  Jan. 

19  — 

Paid  store  rent  to  D.  C.  Watson 

Check  #3 

50.00 

—  Jan. 

19  — 

Sold  for  cash 

Department  B 

37.50 

C 

35.00 

72.50 

—  Jan.  19  — 

Deposited   in   bank  550.00 

—  Jan.  20  — 

Sold  to  B.  E  Johnson,  92  King  St.,  on  account 


S.T.    A  15 

Sold  for  cash 
Department  A 
B 

Deposited  in  bank 

—  Jan.  20  — 
—Jan.  20  — 

20.00 

75.00 
21.25 

96.25 
100.00 
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—  Jan.  20  — 


Paid  freight  bills 

Department  A 

8.75 

B 

3.42 

C 

0.  Jenks,  Agt. 

4.20 

Check  #4  to  C. 

16.37 

The  inventory  on  Jan. 

20  is: 

riothlno; 

$   487.00 

Furnish!  njys 

30.50 

Shoes 

64.50 

Balance  Sheet, 

Jan.  20 

Assets 

Cash 

Bank 

S2,983.58 

Office 



97.45 

$3,081.03 

Accounts  Receivable 

Martin 

36.00 

Crane 

3.00 

Whipple 

17.50 

Lewis 

10.00 

Johnson 

— 

20.00 

86.50 

Merchandise  (Inventory) 

582.00 

."?3,749.53 

Liabilities 

Accounts  Payable 

Farwell 

132.00 

Barr 

22.20 

154.20 

154.20 

Present  Worth 

$3,595.33 
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44  SINGT.E  PROPRIETORSHIP  ACCOUNTS 

EXERCISE 

28.  Take  a  trial  lialance  of  the  ledger  aceounts  as  they  appear 
after  the  books  are  closed  Jan.  20. 

At  the  close  of  business,  Feb.  28,  we  find  that  the  following 
transactions  have  been  recorded : 

Purchased  clothing  from  Hart,  SchafTner  &  Marx,  $1,500.00; 
from  Brokau  Bros.,  S720.00. 

Purchased  furnishings  from  Barr  Dry  Goods  Co.,  $00.00;  from 
Rosenthal  &  Co.,  $437.50. 

Purchased  shoes  from  Brown  Shoe  Co.,  $460.00. 

Sold  on  account,  clothing,  $600.00;  furnishings,  $224.40;  shoes, 
$112.00. 

Sold  for  cash,  clothing,  $789.50;  furnishings,  $302.90;  shoes, 
$447.25. 

Received  cash  on  account,  $672.20. 

Received  returned  goods:  clothing,  $15.00;  shoes,  $7.00. 

Deposited  cash  in  bank,  $2,230.00. 

Paid  cash  for  expenses,  $10.00. 

Gave  checks  as  follows:  Hart,  Schaffner  &  Marx,  $1,176.00; 
Brokau  Bros.,  $705.60;  Brown  Shoe  Co.,  $294.00;  Farwell  &  Co., 
$132.00;  Barr  Dry  Goods  Co.,  $22.20;  Rosenthal  &  Co.,  $428.75; 
rent,  $50.00;  expenses,  $100.00. 

Cash  discounts  earned  on  accounts  paid  as  follows:  Hart, 
Schaffner  Sc  Marx,  $24.00;  Brokau  Bros.,  $14.40;  Brown  Shoe  Co., 
$6.00;  Rosenthal  &  Co.,  $8.75. 

Take  a  new  trial  balance  as  the  ledger  accounts  appear  after 
posting  these  transactions. 

The  inventory,  Feb.  28,  is: 

Clothing  $1,790.50 

Furnishings  1 76 .  40 

Shoes  136.25 


$2,103.15 
Close  the  books,  make  statement  of  trading  and  profit  and  loss 
account.     Make  a  balance  sheet. 

^^^lat  were  the  gross  profits  for  this  period? 

What  were  the  net  profits? 

What  is  the  proprietor's  present  worth? 
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PARTNERSHIP 

29.  Legal  authorities  define  a  partnership  as  a  combination 
by  two  or  more  persons,  of  capital,  labor,  or  skill,  for  the  transaction 
of  business  for  their  common  profit. 

Partnerships  may  be  formed  for  the  purpose  of  conducting 
any  legitimate  business  or  undertaking,  and  are  created  by  con- 
tract, expressed  oi  implied,  between  the  parties.  Partnership  agree- 
ments need  not  be  in  writing,  but  may  be  made  by  oral  assent  of 
the  parties.  Even  though  they  are  legal  if  made  orally,  partner- 
ship agreements  should  always  be  made  in  writing. 

30.  Partnership  Agreements.  These  should  state  the  date  on 
which  the  agreement  is  entered  into,  the  name  of  the  contracting 
parties,  the  name  by  which  the  partnership  is  to  be  known,  and 
the  address  of  the  place  of  business.  Following  should  be  a  state- 
ment of  the  nature  of  the  business,  the  amount  and  form  of  invest- 
ment of  each  partner,  the  duration  of  the  partnership,  the  basis  of 
division  of  profits,  provisions  for  the  dissolution  of  the  partnership, 
definition  of  the  duties  of  active  partners,  and  a  provision  for  the 
division  of  the  assets  in  the  event  of  dissolution  or  at  the  termina- 
tion of  the  partnership. 

31.  Kinds  of  Partners.  Partners  are  of  different  kinds,  de- 
pending on  the  nature  of  the  partnership  agreement  and  the  extent 
of  their  liability,  expressed  or  implied,  as  between  themselves  or  in 
respect  to  third  persons.  The  usual  classification  of  partners  is 
as  follows:  ostensible,  secret,  nominal,  silent,  and  dormant. 

Ostensible  partners  are  those  whose  names  are  disclosed  to 
the  public  as  actual  partners. 

Secret  partners  are  those  whose  names  are  not  disclosed  to 
I  the  public,  though  participating  in  the  profits. 

Nominal  partners  are  those  who  allow  their  names  to  be  used 
as  partners,  though  they  may  have  no  actual  interest  in  the  busi- 
ness.    The  fact  of  their  being  known  as  partners  makes  them  liable 
'  to  third  parties. 

Silent  partners  are  those  who,  while  sharing  in  the  profits,  take 
!  no  active  part  in  the  management  of  the  business.     Their  names 
may  or  may  not  be  known.     Silent  partners  may  also  be  secret 
partners. 
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Dormant  partners  are  those  who  arc  hutli  silent  and  secret 
partners.  They  are  nsually  inchided  in  a  general  terra  like  Covi- 
'panij.  Sons,  or  Brothers. 

32.  Participation  in  Profits.  The  most  simple  partnership 
from  an  accounting  standpoint  is  one  in  which  the  investments  of 
the  several  partners  are  equal,  and  profits  are  to  be  divided  equally. 

This  condition  does  not  exist  in  all  partnerships.  Tlie  mem- 
bers of  the  partnership  may  invest  unequal  amounts  and  share  in 
the  profits  on  the  basis  of  their  investment.  The  investment  may 
be  equal,  but  one  partner  may  receive  an  extra  share  of  the  profits 
in  return  for  work  performed  in  lieu  of  a  salary.  The  investment 
may  be  unequal,  but  the  one  with  the  smaller  investment  may  share 
equally  in  the  profits  in  return  for  work  performed.  It  is  not  un- 
usual for  a  silent  partner  to  furnish  all  of  the  capital  and  share  equally 
in  the  profits  with  an  ostensible  partner  who  assumes  full  respon- 
sibiUty  for  the  management  of  the  business. 

ZZ.  Interest  on  Investment.  When  the  investment  of  the 
partners  is  unequal,  it  is  customary  to  allow  interest  on  the  capital 
invested  and  to  charge  interest  on  all  withdrawals.  The  interest 
on  capital  must  be  credited,  and  the  interest  on  withdrawals  must 
be  charged,  before  profits  can  be  distributed. 

34.  Capital  and  Personal  Accounts.  In  a  partnership  a  special 
account  should  be  opened  in  the  name  of  each  partner  to  repre- 
sent his  investment  (for  example,  John  Smith,  Capital).  To  this 
account  is  credited  his  net  investment.  When  the  books  are  closed, 
the  account  is  credited  with  his  share  of  the  profits,  and  debited 
with  his  withdrawals. 

A  personal  account  should  be  opened  in  the  name  of  each  part- 
ner, to  which  is  debited  all  withdrawals,  either  of  money  or  goods. 
Even  when  the  capital  invested  is  equal,  some  partnership  agreements 
provide  that  interest  shall  be  charged  on  all  withdrawals,  particu- 
larly when  the  business  is  of  such  a  nature  that  goods  traded  in  are 
likely  to  be  withdrawn  by  the  partners,  or  when,  for  any  reason, 
withdrawals  are  likely  to  be  unequal.  The  balance  of  the  partner's 
personal  account  is  closed  into  his  capital  account  when  the  books 
are  closed,  Before  closing  this  account,  it  should  be  credited  with 
interest  on  capital  account  and  charged  with  the  interest  provided 
on  withdrawals. 
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35.  Opening  the  Books.  When  the  books  of  a  partnership 
are  opened,  the  essential  features  of  the  partnership  agreement 
should  be  written  at  the  top  of  the  first  page  of  the  journal.  Next 
following  the  partnership  agreement,  are  the  entries  showing  the 
nature  and  amount  of  the  investment  of  each  partner,  the  amounts 
being  posted  to  the  credit  of  partners'  capital  accounts. 

36.  Closing  the  Books.  When  the  books  of  a  partnership 
are  to  be  closed,  the  revenue  accounts  are  closed  into  trading  and 
profit  and  loss,  the  same  as  in  any  other  form  of  business  organiza- 
tion. The  net  profit  is  then  apportioned  according  to  agreement, 
the  share  of  each  partner  being  credited  to  his  capital  account. 
The  balance  of  his  personal  account  is  then  carried  to  his  capital 
account;  the  balance  of  that  account  will  then  show  his  net  invest- 
ment. 

Illustration  of  Closing  Entries.  A,  B,  and  C  form  a  partnership, 
each  investing  $1,000.00,  profits  to  be  shared  equally.  When  the 
books  are  closed,  the  net  profits  are  found  to  be  $909.60.  A's  per- 
sonal account  shows  a  debit  balance  of  $46.50;  B's  personal  account 
shows  a  credit  balance  of  $100.00;  C's  personal  account  shows  a 
credit  balance  of  $52.00.  The  entries  are  as  follows : 
Profit  and  Loss  $909.60 

To  A,  Capital  %  $303.20 

"  B,      "         "  303.20 

"  C,      "         "  303.20 

A,  Capital  %  46.50 

A,  Personal  %  46.50 

B,  Personal  %  100.00 

B,  Capital  %  100.00 

C,  Personal  %  $2.00 

C,  Capital  %  52.00 
The  capital  accounts  after  closing  are: 

A,  Capital  % 
Dec.  31,    Bal.  personal  %  $     46.50    $1,000.00  Jan.     1 

Balance  1 ,256 .  70         303 .  20  (J  profits)  Dec.  31 

$1,303.20    $1,303.20 
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B,  Capital  % 

$1,403.20    $1,000.00  Jan.     1 

303.20  (^profits)  Dec.  31 

100.00    pers.  %  Dec.  31 


[,403.20    $1,403.20 


Dec.  31,    Balance 


$1,403.20  net  invest.  Dec.  31 

C,  Capital  % 

$1,355.20    $1,000.00                   Jan.  1 

303.20  (^profits)  Dec.  31 

52.00  pers.  %     Dec.  31 


$1,355.20    $1,355.20 


$1,355 .  20  net  invest.  Dec.  31 
SAMPLE  TRANSACTION 

37.  The  first  business  taken  up  for  consideration  under  the 
head  of  partnerships  is  a  retail  shoe  business.  The  stock  is  kept 
in  three  classes:  men's,  women's,  and  children's  shoes.  Purchase 
and  sales  books,  ruled  to  segregate  transactions  of  each  class,  are 
used.  The  bank  account  is  kept  in  the  cash  book,  which  is  also 
provided  with  two  columns  for  discount.  All  sales,  whether  for  cash 
or  on  account,  are  recorded  on  sales  tickets. 

James  Benton,  Horace  Douglas,  and  Henry  Kemp  form  a 
partnership  under  the  firm  name  of  Benton,  Douglas  &  Kemp,  for 
the  purpose  of  conducting  a  retail  shoe  business  in  Buffalo,  N.  Y. 
The  date  of  the  agreement,  which  is  to  continue  for  ten  years,  is 
March  1,  1908.  James  Benton  invests  $1,000.00  in  cash  and  a 
stock  of  shoes  inventorying  $2,000  00  as  follows:  men's,  $800.00; 
women's,  $700.00;  children's,  $500.00.  Horace  Douglas  and  Henry 
Kemp  each  invest  $3,000.00  in  cash.  The  three  partners  are  to 
share  equally  in  the  profits  and  each  is  to  receive  a  salary  of  $100.00 
per  month.  The  books  are  to  be  closed  and  net  profits  divided  at 
the  end  of  each  three  months'  period  counting  from  Jaunary  1,  which 
brings  the  first  distribution  on  March  31. 

The  following  transactions  are  recorded  during  the  month  of 
March: 
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PARTNERSHIP  ACCOUNTS  49 

—  March  1  — 

Deposited  in  Second  National  Bank  $7,000 .  00 

—  March  1  — 
Bought  from  National  Fixture  Co. 

Store  fixtures  2,000 .  00 

Invoice  #1 

—  March  1  — 
Bought  from  John  C.  Morrison,  Buffalo 

Men's  shoes  135.00 

Invoice  #2 

—  March  1  — 
Bought  from  Hoyt  &  Co.,  Rochester,  N.  Y. 

Women's  shoes  127 .  50 

Children's  shoes  84.00 


211.50 

Net  60;  2%  10. 

Invoice  #3 

—  March  2  — 

Sold  to  R.  H.  Wallace,  842  Delaware  Av. 

1  pr.  men's  shoes 

6.00 

1  pr.  men's  slippers 

2.50 

8.50 

—  March  2  — 
Sold  to  D.  H.  Lyon,  416  Niagara  St. 

1  pr.  women's  3.50 

1  pr.  women's  4.00 

1  pr.  children's  2.00 

9.50 

—  March  2  — 
Sold  to  Henry  Norris,  297  Madison  Av. 

1  pr.  men's  5.00 

1  pr.  children's  1 .  25 

1  pr.  children's  1 .  50 


7.75 
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50  PARTNERSHIP  ACCOUNTS 


—  March  2  — 

Sold  to  R.  H.  Homans,  427  Lafayette  Av. 

1  pr.  women's 

5.00 

—  March  2  — 

Sold  for  cash 

Men's 

44.00 

Women's 

37.50 

Children's 

22.00 

103.50 

—  March  3  — 
Sold  to  H.  J.  Watson,  197  Locust  St. 

2  pr.  men's  15.00 

1  pr.  women's  5.50 

20.50 

—  March  3  — 
Sold  to  H.  J.  Meyer,  82  Bennett  St. 

1  pr.  children's  1.50 

1  pr.  children's  2.00 

1  pr.  women's  3.50 

7.00 

—  March  3-— 
Paid  Hoyt  &  Co.  bill  by  check 

Less  cash  discount. 

—  March  3  — 

Deposited  in  Second  National  Bank  75 . 00 

—  March  3  — 

Paid  freight  on  shoes  in  cash  2.60 

—  March  3  — 
Sold  for  cash 

Men's  30.00 

Women's  24.00 

Children's  15.00 


69.00 
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—  March  4  — 

Bought  from  Lee  &  Co.,  Rochester 

Women's  shoes 

140.00 

Net  30. 

Invoice  #4 

—March  4  — 

Sold  to  D.  Andrews,  84  Peck  St. 

1  pr.  men's 

3.50 

1  pr.  men's 

5.00 

1  pr.  women's 

4.00 

12.50 

—  March  4  — 

Sold  to  Jas.  Hayes,  519  Washington  St. 

1  pr.  women's 

3.50 

1  pr.  children's 

2.00 

1  pr.  children's 

1.25 

—  March  5  — 
Sold  to  R.  D.  Nelson,  842  Niagara  St. 


6.75 
—March  4— 

Sold  for  cash 

Men's  27.00 

Women's  32.00 

Children's  12.50 


71.50 


1  pr.  men's 

6.00 

1  pr.  women's 

5.00 

11.00 

—  March  5  — 

Sold  to  D.  Needham,  47  Ames  St. 

1  pr.  men's 

3.50 

1  pr.  women's 

2.50 

1  pr.  children's 

1.50 

7.50 
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52  PARTNERSHIP  ACCOUNTS 

—  March  5  — 


Sold  for  cash 
Men's 
Women's 
Children's 

31.50 

26.00 
11.00 

68.50 

—  March  6  — 

Deposited  in  Second  National  Bank 

200.00 

—  March  6  — 

Sold  to  D.  B.  Wright,  47  Andrews  St. 

1  pr.  men's 

5.00 

—  March  6  — 

Sold  to  H.  N.  Hoyt,  821  Delaware  Av. 

1  pr.  women's 
1  pr.  children's 

5.00 
2.50 

7.50 

—  March  6  — 

Sold  to  Amos  Wiggins, 

,  92  Prospect  St. 

1  pr.  men's 

5.00 

1  pr.  women's 

3.50 

8.50 

—  March  6  — 

Sold  for  cash 

Men's 

52.00 

Women's 

36.50 

Children's 

18.25 

106.75 

—  March  6  — 

Paid  clerk  hire,  cash 

—  March  6  — 

9.00 

Gave  checks  as  follows : 

Horace  Douglas 

20.00 

Henry  Kemp 

25.00 

IRQ 


PARTNERSHIP  ACCOUNTS  53 

—  March  8  — 
Sold  to  D.  Altman,  127  Wright  St. 

1  pr.  men's  6.00 

Gave  him  check  44 .  00 

Credited  his  account  for  1  mo.'s  rent  50.00 

—  March  8  — 
Sold  to  R.  H.  Homans,  427  Lafayette  Av. 

1  pr.  men's  6.00 

—  March  8  — 
R.  H.  Wallace  paid  his  account  in  full. 

—  March  8  — 
Paid  account  of  John  C.  Morrison  by  check 

—  March  8  — 
Sold  for  cash 


Men's 

25.00 

Women's 

18.00 

Children's 

10.50 

53.50 

—  March  9  — 

)ld  to  Walter  Jenks,  87  South  Av. 

1  pr.  men's 

6.00 

1  pr.  women's 

4.00 

1  pr.  children's 

2.00 

12.00 
—  March  9  — 
Sold  to  D.  W.  Mantel,  419  Delaware  Av. 

1  pr.  women's  5.00 

1  pr.  children's  2.50 


7.50 

—  March  9— 

Sold  to  D.  C.  White,  1160  Main  St. 

1  pr.  men's 

5.00 

1  pr.  men's 

3.50 

.50 
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—  March  9  — 

Sold  to  A.  R.  Crows, 

,  40  Shaw  St. 

1  pr.  women's 

—  March  9  — 

3.50 

Sold  for  cash 

Men's 

54.00 

Women's 

41.50 

Children's 

20.50 

116.00 

—  March  9  — 

Deposited  in  Second  National  Bank 

275.00 

—  March  10  — 

Sold  to  Henry  Brown,  87  Douglas  St. 

1  pr.  men's 

6.00 

1  pr.  women's 

4.00 

10.00 

—  March  10  — 

Sold  to  D.  L.  Benedict,  80  Adams  St. 

1  pr.  women's 

3.50 

1  pr.  children's 

2.00 

1  pr.  children's 

1.50 

March  10  — 


Sold  for  cash 
Men's 
Women's 
Children's 


—  March  11  — 
Sold  to  D.  H.  Lyon,  416  Niagara  St. 

1  pr.  men's 

—  March  11  — 
deceived  from  Henry  Norris,  cash 
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7.00 


48.50 
39.00 
16.50 


104.00 

6.00 

7.75 
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—  March  11  — 

Sold  to  D.  B.  Wright,  47  Andrews  St. 

1  pr.  women's 

3.50 

1  pr.  children's 

2.00 

5.50 

—  March  11  — 

Sold  to  H.  J.  Meyer,  82  Bennett  St. 

1   pr.  men's  3.50 

—  March  11  — 
Sold  for  cash 


Men's 

42.00 

Women's 

39.50 

Children's 

11.00 

92.50 

-March  12  — 

Deposited  in  Second  National  Bank 

195.00 

—  March  12  — 

Sold  to  D.  L.  Benedict,  80  Adams  St. 

1  pr.  men's 

5.00 

—  March  12  — 

Sold  to  H.  A.  Fisher,  42  Lyons  St. 

1  pr.  women's 

4.00 

1  pr.  children's 

1.50 

—  March  12  — 
Sold  to  Andrew  Winters,  476  Delaware  Av, 


5.50 


1  pr.  men's 

6.00 

1  pr.  children's 

2.50 

8.50 

—  March  12  — 

Sold  for  cash 

Men's 

51.50 

Women's 

43.00 

Children's 

17.75 

112.25 
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56  PARTNERSHIP  ACCOUNTS 

—  March  13  — 

Bought  from  Rochester  Shoe  Co.,  Rochester 

Men's  shoes  265.00 

Women's   "  220.00 

Children's"  98.50 


Net  30;  2%  10. 

—  March  13  — 
Sold  to  D.  Altman,  127  Wright  St. 


583.50 


1  pr.  women's 

,-?  4.00 

1  pr.  children's 

2.50 

1  pr.  children's 

2.00 

8.50 

—  March  13  — 

Sold  to  D.  Alton,  46  Eastern  Av. 

1  pr.  men's 

5.00 

1  pr.  women's 

3.50 

8.50 

—  March  13  — 

Sold  for  cash 

Men's 

67.00 

Women's 

52.00 

Children's 

29.00 

148.00 
—  March  13  — 
Paid  clerk  hire  9.00 

Henry  Kemp  wishes  to  retire  from  the  business.  His  part- 
ners, Benton  and  Douglas,  agree  to  pay  him  cash  for  his  interest. 
To  close  the  books,  each  partner  is  credited  with  one-half  a  month's 
salary,  and  the  amount  is  charged  to  expense.  The  inventory  shows 
the  stock  to  be: 

Inventory 
Men's  shoes  $759 .  75 

W^omen's  835.75 

Children's  '  519.00 

$2,114.50 
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70  PARTNERSHIP  ACCOUNTS 

EXERCISE 

38.  1.  Submit  a  trading  account,  and  a  profit  and  loss  ac- 
count as  shown  by  the  books  at  the  close  of  the  day's  business, 
March  13. 

2.  Submit  a  balance  sheet. 

3.  Submit  the  journal  entries  to  be  used  in  apportioning  the 
profits,  and  in  closing  partners'  personal  account.  Show  partners' 
capital  accounts  after  final  closing. 

4.  Submit  proper  entries  when  Kemp's  interest  is  purchased, 
assuming  that  he  is  paid  by  check  from  the  funds  in  hand, 

5.  Submit  trial  balance  of  ledger  of  Benton  &  Douglas  as 
the  accounts  appear  after  the  purchase  of  Kemp's  interest.  Re- 
member that  no  additional  capital  is  invested. 

39.  Sale  of  Partnership.  The  sale  of  a  partnership  involves, 
of  course,  a  closing  of  the  partnership  books  and  a  settlement  of 
partnership  affairs.  Ordinarily,  if  the  sale  is  for  a  lump  sum, 
there  is  nothing  to  do  but  to  make  a  new  balance  sheet  showing 
the  asset  of  cash  and  the  unpaid  liabilities  together  with  a  state- 
ment of  losses  or  gains  since  the  last  settlement  and  to  charge  or 
credit  the  several  partners'  accounts  according  to  the  articles  of 
copartnership.  This  being  done,  each  partner's  account  will  show 
the  portion  of  the  net  worth  due  him  and  the  distribution  can  be 
made  to  the  firm  creditors  and  to  the  partners  according  to  their 
several  accounts.  Complications  may  arise,  however,  when  a  part- 
ner has  made  loans  to  the  firm  or  when  partners  have  personal 
liabilities  in  excess  of  the  value  of  their  private  holdings.  In 
general  firm  creditors  have  precedence  in  the  distribution  of  firm 
assets  but  a  partner  who  is  also  a  firm  creditor  must  defer  to 
other  firm  credhors  but  takes  firm  assets  ahead  of  personal  credi- 
tors of  his  associate  partners. 

40.  Dissolution.  A  partnership  may  be  dissolved  in  any  one 
of  a  variety  of  ways.  In  general,  anything  which  changes  the 
original  contract  relation  effects  a  dissolution.  So,  the  death  of  a 
partner  means  a  dissolution  of  the  partnership  and  a  winding  up 
of  its  business  unless  the  articles  of  copartnership  provide  for  its 
further  continuance.  So,  also,  the  admission  of  a  new  partner  is  a 
dissolution  of  the  old  and  may  quite  materially  affect  the  rights 
of  creditors  of  the  old  firm — some  decisions  going  so  far  as  to  hold 
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that  the  new  partner,  in  the  absence  of  an  express  negation  duly 
called  to  the  attention  of  creditors  of  the  old  firm,  becomes  liable 
for  the  debts  of  the  old  as  well  as  of  the  new  firm.  So  a  sale  by 
one  partner  of  his  interest  in  a  partnership,  to  any  one,  effects  a 
dissolution  of  the  partnership. 

When  the  business  of  a  partnership  is  dissolved,  the  account- 
ing which  necessarily  results  must  depend  upon  the  mode  of  dis- 
solution. The  establishment  may  be  put  in  charge  of  one  or  more 
of  the  partners  who  will  dispose  of  the  assets,  pay  the  firm's  debts, 
and  apportion  the  profits  or  losses;  or  the  establishment  may  be 
placed  in  the  hands  of  a  trustee  who  shall  settle  the  company's 
affairs;  or,  the  partners  may  divide  the  assets  at  agreed  prices. 

41.  Benton  and  Douglas  agree  to  continue  the  business  and  to 
share  profits  equally.  At  the  close  of  business,  Dec.  31,  their  bal- 
ance sheet  showed  the  following : 

Balance  Sheet,  Dec.  31 

Assets 
Cash  , 

In  office  $    144.60 

In  bank  1,287.20    $1,431.80 


Accounts  Receivable  810.00 

Inventory,  Merchandise  3,769.50      4,579.50 


Inventory,  Fixtures  2,000. CO      2,000.00 


Total  Assets  $8,011.30 

Liabilities 
Accounts  Payable  925.20 


Present  Worth  $7,086.10 

Benton's  present  worth  $3,543.05 

Douglas's  present  worth  3,543.05 

They  accept  an  opportunity  to  sell  for  cash  the  stock  and  fix- 
tures, the  buyer  agreeing  to  pay  15%  above  cost  price  for  the  mer- 
chandise, and  cost  price  for  the  fixtures.  The  money  received  from 
this  transaction,  and  the  money  in  the  office  at  time  of  sale,  are 
deposited  in  the  bank.  Checks  are  drawn  to  settle  all  accounts 
payable,  $7.22  discount  being  earned.     In  liquidating  the  business 
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of  the  firm,  Benton  agrees  to  accept  the  accounts  receivable  in  part 
payment  of  his  share,  on  condition  that  10%  be  first  charged  off  to 
cover  iincoUectable  accounts. 

EXERCISE 

1.  Show  all  entries  required  to  complete  the  liquidation  of 
this  business. 

2.  At  the  final  settlement,  how  much  cash  does  each  partner 
receive? 

42.  Division  of  Profits.  When  the  investment  of  the  several 
partners  is  unequal,  the  partnership  agreement  usually  provides 
for  the  crediting  of  interest  on  capital,  and  the  charging  of  interest 
on  ^vithdrawals. 

A  and  B  form  a  partnership,  and  commence  business  Oct.  1. 
A  invests  $7,000.00,  and  B  invests  $3,000.00.  The  agreement 
provides  that  interest  at  6%  shall  be  credited  on  capital  and  charged 
on  withdrawals  at  the  time  of  closing  the  books,  profits  to  be  shared 
on  the  basis  of  their  investments. 

The  books  were  closed  Oct.  31,  with  the  following  results: 

Trading  a/c 


Purchases 
Profit 

S6,450 
1,150 

00 
00 

Sales 

Inventory  Oct.  31 

$4,460 
3,140 

00 
00 

$7,600 

00 

$7,600 

00 

Profit 

AND  Loss 

- 

Expense 

Rent 

Profit 

$  116  00 

30  00 

1,004  00 

Trading  a/c 
Balance 

^PITAL 

$1,150 

00 

1,150 

00 

$1,150 

00 

k,  Ci 

$1,004 

00 

Oct.  1,  Investment 

B,  Capital 

$7,000  00 

Oct.   1,  Investment 


$3,000|00 
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A,  Personal  a/c 

Oct.  15  II         $20o|oO 

B,  Personal  a/c 


Oct.  20 


$100  00 


The  adjustment  is  made  as  follows: 
A's  investment,    $7,000 .  00       Interest  for  30  days  (1  month)  $35 .  00 
A's  withdrawals         200.00      Interest  for  15  days  .50 


Net  interest  to  be  credited  to  A  $34 .  50 

B's  investment,      $3,000.00  Interest  for  30  days  $15.00 

B's  withdrawals,         100.00   Interest  for  10  days  .17 


Net  interest  to  be  credited  to  B  $14 .  83 

The  journal  entry  is : 
Interest  $49.33 

A's  personal  %  $34.50 

B's  personal  %  14.83 

Net  interest  credited  on  capital  accounts. 

After  posting  the  entry,  our  interest  account  shows  the  following : 

Interest  on  capital  $49.33 

This  account  is,  of  course,  closed  ^into  profit  and  loss,  leaving  net 
profits  to  be  divided,  $954.67,  of  which  A  receives  70%,  and  B  30%. 

For  the  final  closing  of  the  books,  we  would  close  the  personal 
accounts  of  A  and  B  into  their  capital  accounts,  and  close  profit 
and  loss  account  into  their  capital  accounts.  In  actual  practice 
the  interest  on  withdrawals  and  investment  would  be  entered  and 
charged  to  profit  and  loss  through  interest  account,  before  the  net 
profit  is  brought  down.  In  our  illustration  we  have  first  brought 
down  what  appears  to  be  the  net  profit,  for  the  purpose  of  emphasiz- 
ing the  fact  that  the  interest  must  be  considered  before  profits  are 
divided. 
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WHOLESALE  BUSINESS 

In  this  section  complete  methods  of  bookkeeping  as  practiced 
in  wholesale  houses  are  demonstrated.  Numerous  modern  methods 
that  are  readily  adaptable  to  other  lines  of  business  are  illustrated 
and  explained  in  detail. 

DIVIDING  THE  LEDGER 

1.  There  are  many  advantages  in  dividing  the  ledger  into 
sections.  The  sub-divisions  most  commonly  used  are  purchase 
ledger,  sales  ledger,  and  general  ledger.  Such  divisions  greatly 
facilitate  posting  and  reduce  the  chances  of  error.  While  it  is  advis- 
able in  most  cases  to  use  a  separate  book  for  each  division,  the  three 
ledgers  may  be  combined  in  one  book  by  setting  aside  a  section  for 
each.  This  practice  is  not  recommended  except  where  the  number 
of  accounts  is  small,  when  general  and  purchase  ledgers  or  purchase 
and  sales  ledgers  may  be  combined.  The  division  of  the  ledger  into 
three  sections  does  not  necessitate  radical  changes,  either  in  form  or 
method  of  handling,  in  the  other  books. 

2.  Purchase  Ledger.  The  purchase  ledger  contains  only 
accounts  with  those  from  whom  we  are  making  purchases.  The 
balances  of  the  accounts  in  this  ledger  will  be  on  the  credit  side  and 
represent  a  liability.  The  total  balance  of  the  purchase  ledger  is  the 
amount  we  owe  on  open  accounts.  If,  for  example,  our  purchases 
on  account  during  a  stated  period  amount  to  $904.50,  and  the  amount 
paid  on  account  by  us  is  $320.30,  we  still  owe  $044.20.  If  the  work 
is  correct  the  combined  balances  of  all  open  accounts  in  the  purchase 
'edger  will  exactly  equal  this  amount. 
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3.  Sales  Ledger.  The  sales  ledger  contains  only  accounts  with 
customers  to  whom  goods  are  sold  on  account.  The  balances  of 
the  accounts  in  the  sales  ledger  will  be  on  the  debit  side  and  represent 
an  asset.  The  total  balance  of  the  sales  ledger  is  the  amount  that 
our  customers  owe  us  on  open  accounts.  Suppose  that  a  business  is 
started  with  no  open  accounts  receivable — during  a  stated  period 
the  sales  on  account  amount  to  $1,427.75,  and  the  total  payments 
received  on  account  are  $965.50  —  the  amount  still  outstanding  is 
$462.25,  and  this  amount  should  exactly  equal  the  combined  balances 
of  all  the  open  accounts  in  the  sales  ledger. 

The  sales  ledger  is  sometimes  sub-divided  into  two  or  more 
parts.  The  divisions  may  be  City  and  Country  or  they  may  be  ac- 
cording to  the  letters  of  the  alphabet — as  A-K,  L-Z,  etc, 

4.  Accounts  in  Both  Ledgers.  Occasionally  one  from  whom 
we  are  purchasing  goods  will  also  be  a  customer.  For  reasons  which 
will  appear  later,  accounts  should,  in  these  cases,  be  opened  in  both 
the  purchase  ledger  and  the  sales  ledger.  When  setdement  of  such  an 
account  is  made,  the  necessary  adjusting  entries  are  made  through 
the  journal. 

5.  General  Ledger.  The  general  ledger  contains  the  investment 
accounts  of  the  proprietor  or  partners,  and  all  real,  representative,  and 
nominal  accounts.  Accounts  with  the  purchase  and  sales  ledgers 
are  also  kept  in  this  ledger.  These  are  controlling  accounts  which 
represent  at  all  times  the  total  balances  of  the  purchase  and  sales 
ledgers. 

When  statements  of  the  other  ledgers  have  been  made  and 
proved  correct,  a  trial  balance  of  the  general  ledger  is  made. 

CONTROLLING  ACCOUNTS 

6.  A  controlling  account  is  one  which  exhibits  a  summary  of 
all  of  the  accounts  in  a  ledger,  or  of  all  accounts  of  the  same  class. 

The  sales  account,  with  which  the  student  has  been  made  ac- 
quainted, exhibits  net  sales,  while  a  sales  controlling  account  exhibits  a 
summary  of  all  accounts  in  the  sales  ledger.  The  debits  to  the  sales 
controlling  account  represent  the  total  debits  to  customers'  accounts 
as  shown  by  the  sales  book  or  the  journal.  The  credits  to  the  sales 
controlling  account  represent  the  total  credits  to  customers  as  shown 
V>y  the  cash  book  and  the  journal.    This  account  is  variously  styled 
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Sales  Ledger  Account,  Accounts  Receivable  Account,  or  Sales  Con- 
trolling Account. 

A  purchase  controlling  account  exhibits  a  summary  of  all  accounts 
in  the  purchase  ledger.  It  is  called  a  Purchase  Ledger  Account, 
Accounts  Payable  Account,  or  Purchase  Controlling  Account. 

These  controlling  accounts  are  kept  in  the  general  ledger  and 
show  at  all  times  the  totals  of  accounts  receivable  and  accounts  pay- 
able, without  the  necessity  of  listing  the  individual  balances.  At 
the  end  of  the  month  statements  of  the  balances  of  the  accounts  in 
purchase  and  sales  ledgers  are  made,  and  the  totals  of  these  balances 
must  agree  wnth  the  balances  of  the  controlling  accounts. 

The  operation  of  these  controlling  accounts  demonstrates  one 
of  the  most  apparent  advantages  of  the  division  of  the  ledger.  If 
an  error  is  made  in  posting  to  an  account  in  the  sales  ledger  it  is 
discovered  as  soon  as  the  statement  of  the  sales  ledger  is  made,  and 
can  be  located  without  referring  to  purchase  or  general  ledger  ac- 
counts. Without  the  ledger  division  and  the  use  of  controlling  ac- 
counts, there  would  be  nothing  to  assist  in  locating  an  error  in  the 
trial  balance  in  any  particular  section  of  the  ledger. 

ORDER  BLANKS 

7.  In  a  wholesale  business  it  is  customary  to  have  all  orders 
entered  on  specially  ruled  order  blanks  of  a  uniform  size.  These 
orders  are  filed  in  a  binder  designed  for  the  purpose,  which  takes  the 
place  of  the  old  style  order  book. 

These  order  blanks  are  furnished  to  salesmen  who  send  in  their 
orders  on  them.  When  an  order  is  received  direct  from  the  customer 
it,  also,  is  transcribed  on  one  of  these  blanlcs  so  that  all  order  records 
will  be  uniform.  One  very  appreciable  advantage  in  the  use  of  this 
loose  sheet  system  of  order  blanks  is  that  all  unfilled  orders  are  kept 
in  a  binder  by  themselves. 

8.  Filling  Orders.  Each  day  the  orders  to  be  filled  should  be 
placed  in  a  temporary  binder  or  holder  and  sent  to  the  warehouse. 
The  packer  will  check  quantities  shipped  and  return  the  order,  to- 
gether with  the  shipping  receipt  from  the  railroad  or  express  com- 
pany, to  the  bookkeeping  department. 

The  amounts  are  extended,  and  the  invoice  is  made  out  from 
this  order  blank.     The  sale  is  next  recorded  in  the  sales  book.     In- 
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stead  of  entering  each  item  in  the  sales  book  the  totals  for  each  depart- 
ment are  entered  in  the  proper  column.  Each  sale  is  numbered  in  the 
sales  book  and  the  same  sales  number  is  placed  on  the  order. 


OAresoLC 

No 

Safeoman 

fOLIO 

TKRM3 

Sold  to 

Town  and  State 

Ship  by 

DATE  euJUESi 

RAT1N6 

'  u£oee« 

n 

CHECK 

gttunrtY 

REGISTER  NO. 

WBSHT 

PRICE 

SftLESMENMUST  NOTi 
USE  ThtSt  COLUt^JSi 

- 

O 

^ 

■>Q»= 

.. 

a>e= 

AMOUNT  FORWARD 

- 

:-=is=  = 

_ 

Order  Blank 

These  orders  are  then  filed  in  the  binder  for  filled  orders  in  exact 
numerical  order,  which  brings  them  also  in  the  order  of  the  dates  of 
shipment. 

SALES  BOOK 

9.  The  sales  book  used  in  this  set  exhibits  some  features  not 
heretofore  shown.  At  the  right  are  three  columns  for  the  distribution 
of  sales.  At  the  left,  in  addition  to  columns  for  date  and  folio, 
are  two  columns  headed  cash  and  sales  ledger.  All  cash  sales 
are  entered  in  the  cash  column,  and  all  sales  on  account  are  entered 
in  the  sales  ledger  column.  At  the  end  of  the  week  or  month  the 
total  of  the  sales  ledger  column  is  posted  to  the  debit  of  the  sales 
ledger  account  in  the  general  ledger,  while  the  totals  of  the  sales 
columns  at  the  right  are  posted  to  the  credit  of  the  sales  account  in 
the  general  ledger. 
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INVOICE  REGISTER 


10.  A  form  of  purchase  book,  which  also  combines  an  invoice 
register,  is  shown  in  this  set.  UnUke  the  forms  of  purchase  book 
with  which  the  student  has  been  made  familiar,  this  invoice  register 
gives  full  particulars  as  to  terms,  discount,  when  due,  and  when  and 
how  paid. 

The  combined  footings  of  the  two  department  columns  must 
of  course  agree  with  the  footing  of  the  amount  column.  At  the  end 
of  the  month  the  total  of  the  amount  column  is  posted  to  the  credit 
of  purchase  ledger  account  in  the  general  ledger,  and  the  totals  of  the 
department  columns  are  posted  to  the  debit  of  the  purchase  account 
in  the  general  ledger. 

The  details  of  payment  are  kept  in  the  invoice  register  as  a  memo- 
randum only.  This  provides  a  convenient  record  of  unpaid  invoices, 
showing  when  each  is  due. 

CASH  BOOK 

11.  In  this  set  we  introduce  a  columnar  cash  book  which  also 
serves  as  a  journal  for  cash  transaction  and  .is  known  as  a  cash  journal. 
The  principal  advantage  of  a  columnar  book  lies  in  the  opportunity 
to  introduce  columns  with  special  headings  for  accounts  to  which 
entries  are  frequent.  Not  only  does  this  permit  of  carrying  footings 
to  the  end  of  the  month  with  one  posting  to  the  ledger  account,  but 
it  provides  a  convenient  classification  of  receipts  and  expenditures 
with  a  complete  segregation  of  items  of  a  given  class. 

In  the  form  illustrated,  columns  are  provided  on  the  debit  side 
for  cash,  purchase  ledger  (subdivided  for  discount  and  amount), 
bank  deposits,  and  sundries;  on  the  credit  side,  cash,  sales  ledger 
(subdivided  for  discount  and  amount),  cash  sales,  bank  withdrawals, 
and  sundries.  At  first  glance  it  might  appear  that  this  form  is  a 
departure  from  the  regular  form  of  cash  book,  but  it  should  be  remem- 
bered that  the  cash  columns  are  the  only  ones  having  anything  to  do 
with  the  cash  account.  A  cash  receipt  is  entered  in  the  cash  debit 
column,  but  the  amount  is  credited  to  its  source  through  the  proper 
credit  column;  thus  a  payment  received  on  account  is  debited  to  cash 
and  credited  through  the  sales  ledger  column.  A  deposit  is  credited 
to  cash  and  debited  to  bank  deposits;  the  payment  of  a  purchase  ledger 
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account  by  check  is  credited  to  bank  withdrawals,  and  debited  to 
purchase  ledger  account. 

The  discount  columns  are  memorandum  columns  only,  the  net 
cash  being  entered  in  the  amount  columns  under  purchase  and  sales 
ledger.  These  columns  are  included  that  the  total  payment  may  be 
posted  to  personal  accounts  in  purchase  or  sales  ledger.  The  totals 
of  these  columns  are  to  be  posted  to  discount  and  interest  accounts 
at  the  end  of  the  month. 

The  total  amount  to  be  posted  to  the  debit  of  the  purchase  ledger 
account  and  to  the  credit  of  sales  ledger  account  is  made  up  of  the 
totals  of  the  discount  and  amount  columns. 

The  sundries  columns  are  provided  for  all  entries  for  which 
there  are  no  special  columns  and  are  used  principally  for  transactions 
affecting  general  ledger  accounts.  These  columns  are  sometimes 
used  for  ordinary  journal  entries  not  involving  an  exchange  of  cash, 
but  their  use  for  this  purpose  is  strongly  advised  against.  The  cash 
book  should  be  used  exclusively  for  recording  cash  transactions. 
When  columnar  purchase,  sales,  and  cash  books  are  used,  the  journal 
is  only  needed  for  adjusting  and  closing  entries,  and  for  this  purpose 
it  is  best  to  provide  an  ordinary  two-column  journal. 

SUBDIVISION  OF  EXPENSE  ACCOUNT 

12.  In  every  business  there  are  several  classes  of  expense  and 
it  is  very  useful  to  know  the  exact  amount  of  each  class.  \Yhen  all 
expenses  are  charged  under  one  head,  it  is  impossible  to  determine 
without  considerable  checking,  whether  or  not  any  particular  class  of 
expense  is  more  than  it  should  be.  It  is  customary,  therefore,  to 
subdivide  expense  and  to  open  accounts  in  the  ledger  for  different 
classes  of  expense.  Some  subdivisions  in  common  use  are  rent  (paid), 
insurance,  taxes,  interest  and  discount,  in  freight,  out  freight,  salaries, 
labor,  fuel,  office  supplies,  telegraph  and  telephone,  postage,  general 
expense,  etc.  The  exact  subdivisions  used  must  of  necessity  be 
governed  by  the  nature  of  the  business.  For  instance,  the  item  of 
telegraph  and  telephone  charges  may  be  of  importance  in  one  busi- 
ness, while  in  another,  the  number  of  such  charges  would  be  so  small 
that  a  separate  account  is  not  warranted. 
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PETTY  CASH  VOUCHER 

13.  A  form  of  envel- 
ope voucher  for  petty 
cash  is  illustrated.  A 
strong  manilla  envelope 
in  what  is  known  as  size 
#10  takes  the  place  of 
the  petty  cash  book.  It 
is  ruled  for  a  record  of 
payments,  and  a  receipt 
for  each  payment  is 
placed  in  the  envelope. 
At  the  bottom  is  a  space 
for  a  distribution  of  the 
amounts  to  the  proper 
accounts.  When  the 
petty  cash  fund  is  de- 
pleted— or  at  stated  in- 
tervals— a  check  is  drawn 
for  the  amount  expend- 
ed and  it  is  charged 
thi'ough  the  cash  book, 
leaving  petty  cash  intact. 
The  amount  of  the  petty 
cash  fund  is  considered 
as  cash  on  hand,  and 
the  voucher  envelope  ac- 
counts for  any  part  of 
the  fund  not  actually  in 
the  cash  drawer.  Petty 
cash  should  be  used 
sparingly,  as  it-  is  in- 
tended only  for  small 
Petty  Cash  Voucher  expense  items  whcn  it  is 

inconvenient  to  give  a  check.  When  the  books  are  closed,  the  petty 
cash  expenditures  may  be  charged  through  the  cash  book  as  cash  pay- 
ments, instead  of  drawing  a  check. 


PETTY    CASH 

DATE 

PAYMENTS    1 

DR.     1 

CR.    J 

Balance  on  hand 

Balance  forward 

r 

Charge  to 

l.f: 

t 

TOTAL 

Approved                                O.K. 

Auditor                      Cashier 
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TREATMENT  OF  PROTESTED  PAPER 

14.  When  a  note,  draft,  or  check  is  protested,  the  bank  will 
charge  us  with  the  protest  fee  in  addition  to  the  face  of  the  paper. 
The  total  amount  must  then  be  charged  to  the  one  from  whom  the 
paper  was  received.  Suppose  the  check  of  Jones  &  Laughlin  for 
$100.00  goes  to  protest  and  is  returned  to  us  with  a  protest  fee  of 
$2.50 — the  entry  will  be: 

Jones  &  Laughlin  $102.50 

Sales  Ledger 

Bank  $102.50 

Check  No.  16  given  to  First  Nat. 
Bank  to  cover  J.  &  L.  check  for 
$100.00,  protest  fee  $2.50. 

WHOLESALE  ACCOUNTING  SET  ILLUSTRATED 

15,  D.  A.  Hall  is  engaged  in  the  business  of  a  wholesale  dealer 
in  men's  and  boys'  clothing.    On  Feb.  1st.  his  balance  sheet  is 

Balance  Sheet,  Feb.  1st,  1909. 
Assets 
Cash 

In  Bank  $1,765.20 

In  Office  125.00 

$1,890.20 


Total  Cash 

Accounts  and  Bills  Receivable 

Bills  Receivable 

850.00 

Hem-y  James,  Due 

Feb. 5                    350.00 

David  Traver  &  Co., 

Due  Feb.  15          500.00 

Accounts  Receivable 

1,124.00 

Frank  Weitz              234.00 

John  Gorham            1 50 .  00 

George  Golden          300.00 

Clayton  &  Co.          275.00 

Henry  Ames               165.00 

Total  Accounts  and  Bills  Rec. 
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Inventory 
Men's  clothing  $2,240.00 

Boys'        "  1,200.00 

Total  Inventory  $3,440.00 

Total  Assets  $7,304.20 

Liabilities 

Accounts  and  Bills  Payable 

Bills  Payable  050.00 

Henry  Weir  &  Co.,  Due 

Feb. 7  450.00 

A.  Stein  &  Co.,  Due 

March  1  200.00 


Accounts  Payable  675 .  00 

D.  Meyer  &Bro.  150.00 

Altman  &  Sons  350.00 

Garson&Co.  175.00 


Total  Accounts  and  Bills  Payable  1 ,325 .  00 

Total  Liabilities  1,325.00 


Present  Worth  5,979.20 

The  following  transactions  are  entered  on  the  books: 
—  Feb.  1st  — 
Sold  to  D.  A.  Marcus  &  Son 

10  overcoats  7.50  75.00 

10  men's  suits  6.75  67.50        142.50 


—  1st  — 
Sold  to  H.  A.  Branch 

15  boys' suits  3.50  52.50 

—  1st  — 
Rec'd  from  Geo.  Golden 

Cash  on  account  150.00 

—  2nd  — 
Deposited  in  1st  Nat.  Bank  1 50 .  00 
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—  2nd  — 
Sold  to  John  Gorham 

10  men's  suits  7.00  70.00 

10  men's  suits  6.50  65.00      $135.00 


—  2nd- 

Sold  to  Larson  &  Anderson 

5  boys'  suits                2 .  75 

13.75 

10  men's  suits               6.50 

65.00 

78.75 


—  2nd  — 
Sold  for  cash 

Men's  clothing  37.50 

—  3rd  — 
Sold  to  Tallman  &  Co. 

15  men's  overcoats       7.25        108.75 

—  3rd  — 
Paid  1  month's  rent,  Ck. 

No.  1  75.00 

—  3rd  — 
Received  from  John  Gorham 

Cash  on  account  150.00 

—  4th  — 
Bought  from  Carson  &  Scott 

36  men'scorduroy  coats  3.00        108.00 
12men'scorduroy  coats  3.50  42.00        150.00 

Terms  2/10,  1/30,  n/60 

—  4th  — 
Deposited  in  1st  Nat.  Bank  187.50 

—  4th  — 
Sold  to  Harris  &  Rogers 

12men'scorduroy  coats  3 .  75  45 .  00 

5  overcoats  8.00  40.00  85.00 

—  4th  — 
Received  from  Frank  Weitz 

Note  at  30  days,  6%  234 .  00 
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—  5th  — 
Sent  to  D.  Meyer  &  Bro.  Ck. 

No.  2  $150.00 

—  5th  — 
Received  from  Henry  James 

Cash  to  apply  on  note  200 .  00 

Cash  for  interest  1 .  75      $201 .  75 


New  note  30  days,  6%  150 .  00 

—  5th  — 
Bought  from  Adier  &  Co. 

50  men's  suits  6.25        312.50 

Terms  3/10, 1/30,  n/60 

—  5th  — 
Paid  salesman's  salary  Ck. 

No.  3  25.00 

—  5th  — 
Drew  for  personal  use  Ck. 

No.  4  50.00 

—  7th  — 
Sold  to  Henry  Ames 

20  men's  suits  7.50        150.00 

10  boy's  suits  2 .  75         27 .  50        177 .  50 


—  7th  — 
Sold  to  Ackley  &  Son 

10  boy's  overcoats        3.00  30.00 

10  boy's  suits  2.75  27.50  57.50 

—  7th  — 
Received  from  Clayton  &  Co. 

Check  to  apply  on  acct.  200 .  00 

—  7th  — 
Deposited  in  1st  Nat.  Bank  401 .  75 

—  7th  — 
Paid  our  note  to  H.  Weir  &  Co. 

Check  No.  5  450.00 
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—  8th  — 
Sold  to  IL  J.  Andrews 

1 0  men's  overcoats        8 .  00  80 .  00 

12mcn'scorduroycoats4.50  54.00      $134.00 


—  8th  — 
Paid  express  on  shipment  from 

Carson  &  Scott,  Ck.  No.  6  .90 

—  8th  — 
Received  from  Henry  Ames 

Cash  on  account  165 .  00 

—  8th  — 
Sold  for  cash 

1  job  lot  boy's  clothing  87 .  50 

—  9th  — 
Deposited  in  1st  Nat.  Bank  252.50 

—  9th  — 
Received  from  bank,  check  of 

Clayton  &  Co.,  protested 

for  non-payment. 
Amount  of  check  200 .  00 

Protest  fees  2.50 

—  10th  — 
Sold  to  Harris  &  Land  is 

10  men's  overcoats        7 .  75  77 .  50 

—  10th  — 
Sold  to  Frank  Weilz 

12men'scorduroycoats3.75  45.00 

—  10th  — 
Paid  Carson  &  Scott 

Check  No.  7  147.00 

Discount  2%  3.00 

—  10th  — 
Paid  electric  light  bill 

Check  No.  8  3.75 
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WHOLESALE   ACCOUNTS  27 


—10th— 

Received  from  Clayton  &  Co. 
Cash  to  redeem  protested 
check  $202.50 


-10th— 

Inventory  at  close  of  busi- 

ness, Feb.  10 

Men's  clothing 

1,898.75 

Boys'  clothing 

1,247.75 

Journal  entries  are  to  be  made  to  get  the  accounts,  as  shown 
on  Feb.  1st,  recorded  on  the  books.  The  transactions  are  properly 
entered  in  journal,  cashbook,  sales  book,  and  invoice  register,  and 
posted  to  ledger.  The  accounts  in  the  general  ledger  are  closed 
into  trading,  and  profit  and  loss — the  net  profit  is  credited  to  pro- 
prietor's account — a  trial  balance  is  taken  after  the  ledger  is  closed, 
and  a  balance  sheet  is  made.  Statements  are  prepared  from  sales 
and  purchase  ledgers,  which  agree  with  the  balances  of  their  con- 
trolling accounts.  All  accounts  in  the  general  ledger  are  properly 
ruled  and  balances  carried  forward. 

16.  The  following  transactions  are  in  continuation  of  the 
business  written  up  on  the  preceding  pages  but  using  special  books 
and  blanks  explained  in  sections  17-28. 

D.  A.  Hall  employs  H.  D.  Snyder  as  traveling  salesman  for 
the  purpose  of  increasing  his  business,  agreeing  to  pay  him  a 
salary  of  $150.00  per  month  and  expenses.  He  commences  work 
on  Feb.  11th.  The  amounts  in  the  ledgers  stand  as  shown-in  the 
last  model  set  illustrated  and  these  transactions  are  recorded: 

—Feb.  nth— 
Paid  Altman  &  Sons 
To  balance  account 

Ck.  No.  9  $350.00 

—nth- 
Paid  Garson  &  Co. 
To  balance  account 
Ck.  No.  10  175.00 
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—  nth  — 

Sold  to  Daniels  &  Dean,  Boone,  la. 

10  men's  suits  $7.50  $75.00 

10  men's  suits  6.75  67.50 

20  bovs' suits  2.00  40.00 


182.50 


Terms  2/10  N/30 

—  nth  — 

Sold  to  A.  C.  Petersen,  Nevada,  la. 

10  men's  overcoats  8 .  50  85 .  00 

10  men's  .suits  7.00  70.00 


155.00 

Terms  2/10  N/30 

—  nth  — 

Received  from  D.  A.  Marcus  &  Son 

Cash 

139.65 

Discount  2% 

2.85 

—  nth  — 

Sold  for  cash 

20  boys'  suits 

1.75 

.35.00 

20  men's  pants 

2.00 

40.00 

—  12th  — 

Received  from  .John  Gorham 

Cash 

132.30 

Discount  2% 

2.70 

—12th— 

Sold  to  Henry  Cook,  Iowa  Falls,  la. 

5  men's  suits 

8.00 

40.00 

5  men's  suits 

5.75 

28.75 

5  boys'  suits 

2.0.0 

10.00 

5  boys'  suits 

1.75 

8.75 

87.50 
Terms  2/10,  N/30 

—  12th  — 
Sold  to  James  Adams,  Dennison,  la. 

15  men's  suits  7.00  105.00 

Terms  2/10,  N/.30 

212 


WHOLESALE  ACCOUNTS  20 

—  12th  — 
Received  from  Geo,  Golden 

Cash  $150.00 

—  13th  — 
Sold  to  D.  A.  Marcus  &  Sons 

10  men's  pants  2.00  20.00 

10  boys' suits  1.75  17.50 


Terms  2/10,  N/30 

-13th  — 

37.50 

Paid  freight  on  shipment  to 

Henry  Cook 

Ck.  No.  11 
Charge  to  Cook 

Deposited  cash 

-  13th  — 
13th  — 

3.65 

824.45 

Sold  to  S.  H.  Allen,  Mason 

City,  la. 

30  men's  pants 
Terms  2/10,  N/20 

1 

.75 

52.50 

14th  — 

Paid  Adler  &  Co. 

Ck.  No.  12 
Discount 

15th  — 

303.12 
9.38 

Sokl  to  Marx  &  Sons,  Charles  City,  la. 

10  boys'  suits 
10  men's  suits 

2 

7 

00 
00 

20.00 
70.00 

Terms  2/10,  N  /30  90 . 00 

—  15th  — 
Received  from  H.  A.  Branch 

Cash  52.50 

—  15th  — 
Received  from  Larson  &  Anderson 

Cash  78.75 
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M\  WHOLESALE  ACCOUNTS 

—  16th  — 

Paiel  H.  D.  Snyder 

1  week's  salary  $37.50 

Ck.  No.  13 

—  16th  — 
Paid  H.  D.  Snyder 

Traveling  ex}:>enses  17.65 

Ck.  No.  14 

—  16th  — 

Deposited  cash  on  hand  131 .25 

—  16th  — 
Paid  D.  E.  Jenkins 

For  cartage  on  shipments  2.50 

Ck.  No.  15 

EXERCISE 

1.  Prepare  a  trial  balance  of  the  ledger  as  it  would  appear 
after  posting  these  transactions. 

2.  Assuming  that  gross  trading  profits  average  the  same  per 
cent  of  selling  prices  as  in  former  transactions  of  this  business  house, 
find  approximate  inventory  at  close  of  business  Feb.  16th. 

3.  Prepare  trading  and  profit  and  loss  account,  based  on  this 
inventory. 

COMBINED  ORDER  AND  SALES  RECORD 

17.  The  keeping  of  separate  order  and  sales  books  involves 
a  good  deal  of  duplication  and  always  with  increased  chance  of 
errors.  It  is  usually  possible  to  provide  for  record  of  both  these 
functions  on  one  form.  Either  special  columns  may  be  provided 
for  entry  of  goods  ordered  from  the  several  departments  and  this 
form  checked  accordingly  by  the  proper  salesmen  in  the  several 
departments  as  the  orders  are  filled,  or  separate  order  blanks  may 
be  made  out  for  the  goods  required  from  the  several  departments 
and  the  blanks  so  made  out  be  forwarded  to  the  several  depart- 
ments for  filling  and  for  report  of  sales.  In  this  latter  way,  the 
several  departments  are  prepared  for  a  ready  and  accurate  report 
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of  sales  for  the  day  or  other  period  as  may  be  desired.  When  the 
orders  are  filled  the  proper  extensions  are  made,  after  which  the 
making  of  a  proper  invoice  becomes  very  largely  a  matter  of  copying 
the  sales-order. 

Cash  and  credit  items  are  most  readily  separated  when  a 
separate  order  blank  is  used  for  each  department  in  which  the 
separation  of  cash  from  charge  sales  is  made  by  simply  sorting  the 
Sales-Order  sheets  and  if,  in  addition,  the  forms  are  also  sorted  by 
departments,  the  total  of  cash  and  charge  sales  for  each  department 
is  secured  with  comparatively  little  additional  work. 

The  totals  of  the  several  recapitulation  sheets  compiled  for 
the  day,  week,  or  month,  give,  directly,  the  amounts  which  are  to 
be  charged  to  the  main  ledger  accounts  of  Cash  and  Accounts 
Receivable. 

ABSTRACT  OF  SALES 

18.  When  separate  order  or  sales  slips  are  used  for  each  sale, 
it  is  sometimes  inconvenient  to  keep  the  file  intact  and  also  to 
determine  the  total  sales  for  a  week  or  month,  according  to  the 
period  between  regular  postings  to  the  ledger.  But  these  totals 
must  be  had  because  they  are  the  amounts  required  for  entry  to 
the  debit  or  credit  of  the  main  ledger  accounts.  The  difficulty 
in  this  case  is  usually  surmounted  by  making  a  recapitulation 
sheet  for  the  record  of  each  day's  sales  and  then,  at  the  close 
of  the  week  or  month,  making  an  abstract  from  the  daily  recapitu- 
lation sheets. 

Such  an  abstract  can  be  made  to  show  totals  by  departments 
and  for  every  kind  of  transaction  during  the  period  covered,  also 
whether  for  cash  or  on  credit.  One  would  hardly  think  to  make 
up  in  this  way  a  list  of  the  persons  who  have  bought  on  credit 
during  the  period,  these  names  not  being  needed  for  entry  in  the 
main  ledger;  however,  he  should  secure  a  total  of  the  accounts 
receivable. 

The  work  can  be  much  facilitated  by  the  use  of  different 
colored  sheets  for  the  original  order,  or  sales  sheet;  for  the  recapit- 
ulation sheet;  and  for  the  final  or  abstract  sheet.  Ordinarily,  the 
same  sized  sheets  would  be  used  in  each  case,  but  the  abstract 
may   well   be   larger   since   it   is   for   office   use   only.     Sales   are 
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recorded  daily  and  footings  carried  forward  to  the  end  of  the  month, 
when  the  totals  may  be  posted  direct  to  the  credit  of  the  sales  account 
in  the  ot?ncral  ledger.  The  totals  of  sales  on  account  will  be  posted 
to  the  debit  of  the  sales  controlling  account  in  the  general  ledger. 

OUT  FREIGHT 

19.     The  proper  treatment  of  freight  paid  on  outgoing  ship- 
ments is  an  important   question  in  accounting.     When  goods  are 
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sold  at  delivered  prices,  the  freight  paid  is  one  of  the  items  of  expense 

in  selling  the  goods,  and  when  the  books  are  closed  the  account  will 

be  closed  into  profit  and  loss.     However,  in  a  wholesale  business, 

freight  is  sometimes  paid  as  an  accommodation  to  the  customer  when 

the  goods  have  been  sold  at  f.  o.  b.  prices.     Although  the  amount 

should  be  added  to  the  invoice  it  should  not  be  credited  to  the  sales 

account  as  this  would  be  taking  credit  for  a  fictitious  trading  profit. 

Such  an  item  should  be  made  a  special  charge  against  the  customer 

by  means  of  a  journal  entry. 

Customer  Dr. 

Sales  Ledger  Dr. 

Out  Freight  Cr. 
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SALES  EXPENSE 

20.  In  a  wholesale  or  manufacturing  business  it  is  very  desirable 
that  the  exact  cost  of  selling  goods  be  known.  Broadly,  this  cost 
is  covered  under  the  general  head  of  sales  expense,  but  this  is  usually 
divided  into  several  classes  of  expenditures.  The  segregation  of  the 
various  items  of  sales  expense  is  desirable  for  the  purpose  of  deter- 
mining the  percentage  of  each.  The  items  which  properly  belong 
in  sales  expense  depend  somewhat  on  the  nature  of  the  business. 
For  example,  traveling  expenses  are  usually  a  direct  sales  expense, 
but  in  some  businesses  they  may  be  chargeable  to  the  cost  of  pur- 
chases. The  items  entering  into  sales  expense  of  the  average  busi- 
ness are:  advertising,  salaries  of  salesmen,  traveling  expenses  of 
salesmen,  commissions  paid  on  sales,  cost  of  packing  and  shipping, 
out  freight. 

2L  Advertising.  This  account  should  be  charged  with  all 
expenditures  for  publicity  such  as  new^spaper,  magazine,  street  car, 
and  bill  board  advertising,  cost  of  printing  catalogs,  booklets,  and 
circulars.  Where  there  is  any  reason  for  so  doing,  the  cost  of  the 
different  classes  of  advertising  can,  of  course,  be  kept  in  separate 
accounts.  The  aim  and  object  of  advertising  being  to  increase  the 
sale  of  goods,  it  is  properly  considered  an  item  of  sales  expense. 

22.  Salaries  of  Salesmen.  This  account  is  charged  with  all 
salaries  paid  to  salesmen  whether  traveling  or  working  in  the  house. 
Commissions  a,nd  bonuses  are  sometimes  included  in  this  account, 
but  It  is  usually  considered  best  to  keep  them  in  separate  accounts. 

23.  Traveling  Expenses  of  Salesmen.  This  account  is  charged 
with  all  legitimate  traveling  expenses  of  salesmen,  the  specific  items 
included  depending  largely  on  the  nature  of  the  business.  For 
example,  in  some  businesses  a  liberal  allowance  is  made  for  the  enter- 
tainment of  customers,  while  in  others  this  item  is  never  allowed. 
In  any  business  the  traveling  expense  account  requires  careful  scru- 
tiny. Salesmen  should  be  required  to  furnish  an  itemized  statement 
or  voucher  of  expenses  at  stated  intervals.  For  convenience,  this 
should  be  made  on  a  form  specially  provided  for  the  purpose.  One 
of  the  most  convenient  and  popular  expense  vouchers  is  in  the  form  of 
a  book  of  a  convenient  pocket  size,  with  a  page  for  each  day  of  the 
week  and  a  summary  of  the  week's  expenses  on  the  last  page. 

24.  Packing  and  Shipping.     This  account  is  charged  with  the 
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entire  cost  of  packing  goods  for  shipment.  It  includes  such  items 
as  wages  of  shipping  clerk  and  his  assistants,  crates,  lumber,  boxes, 
and  all  other  packing  materials. 
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25.  To  save 
the  nanaes  of  the  accounts 
each  month,  a  trial  balance 
book  can  be  used  to  good 
advantage.  These  books 
are  made  to  accommodate 
six  trial  balances  on  a 
double  page,  and  are  some- 
times made  with  alternate 
short  leaves  so  that  twelve 
trial  balances  may  be  made 
with    one    writing    of    the 

Traveler's  Expense  Book  names.         When      the     trial 

balance  book  is  used,  care  must  be  exercised  in  providing  space 
for  the  addition  of  new  accounts  in  each  section.  Where  separate 
sales  and  purchase  ledgers  are  used,  it  is  best  to  provide  a  trial  balance 
book  for  each  ledger. 

THE  CHECK  REGISTER 

26.  Large  check  books  are  cumbersome  to  handle  and  necessitat- 
ing the  expenditure  of  much  needless  labor.  Their  use  is  rapidly  giving 
way  in  modern  offices  to  the  check  register.  The  check  register  has 
several  distinct  advantages.  It  exhibits,  in  compact  form,  a  record 
of  all  checks  issued  and  can  also  be  arranged  to  show  deposits  and 
balance  in  the  bank.  Distribution  columns  can  be  provided  with 
headings  for  the  different  expenditure  accounts,  which  makes  of  the 
check  register  a  cash  expenditure  book.  The  form  should  be  varied 
to  suit  the  business  in  which  it  is  to  be  used.  A  typical  form  is  illus- 
trated on  page  37. 

27.  Checks  in  Pads.  When  the  check  register  is  used  it  is  the 
usual  custom  to  have  checks  put  up  in  pads.  After  the  check  is 
written,  it  is  registered  and  numbered  to  correspond  to  the  register 
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number.    With  padded  checks,  it  is  not  necessary  for  the  clerk  who 
writes  the  check  to  know  anything  about  the  bank  balance. 


Checks  in  Pads 


CASH  RECEIVED  BOOK 

28,  A  cashbook  specially  ruled  for  a  record  of  cash  received 
is  used  to  supplement  the  check  register  or  cash  expenditm'e  book. 
Columns  are  provided  for  the  different  classes  of  receipts,  with  one 
credit  column.  It  is  assumed  that  all  cash  received  is  deposited, 
payments  being  made  exclusively  by  check.  This  does  not  refer  to 
petty  cash  expenditures  which  should  be  kept  in  a  petty  cash  book 
or  on  envelope  vouchers. 

STORAGE 

29.  Storage,  as  here  used,  is  the  business  of  furnishing  storage 
for  merchandise  on  its  way  to  market  until  such  time  as  it  is  sold 
and  delivered  to  the  purchaser.  The  som-ce  of  supply  and  customs 
of  the  trade  in  certain  classes  of  merchandise  render  the  question 
of  storage  an  important  one.  This  is  particularly  true  of  the  grain 
trade.  Large  buyers  of  grain,  located  in  important  distributing 
centers  which  have  become  the  principal  grain  markets  owing  to 
their  manufacturing  or  transportation  facilities,  locate  their  buycr^^ 
in  the  grain  producing  sections  to  buy  grain  from  the  producers. 
At  these  points  are  located  small  elevators  where  the  grain  is  received 
from  the  farmers  and  shipped  to  the  distributing  centers. 

Here,  extensive  storage  facilities  must  be  provided,  that  these 
shipments,  aggregating  enormous  quantities  of  grain,  may  be  held 
until  the  condition  of  the  market  is  favorable  for  selling.  If  it 
were  not  for  this  custom  of  storage  it  would  be  necessary  to  mar- 
ket all  of  the  grain — except  the  small  quantities  stored  by  the 
farmers — soon  after  harvest,  which  would  result  in  lowering  prices 
to  all  concerned,  from  the  farmer  up. 
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Tlicsc  conilitions  have  resulted  in  the  organization  of  ware- 
housing companies  to  provide  storage  for  the  owners.  When  grain, 
or  cither  classes  of  merchandise,  is  received  for  storage  a  warehouse 
recoip*.  is  issued,  and  the  merchandise  will  not  be  delivered  without 
the  pres^Mitation  of  the  receipt.  Warehouse  receipts  are  negotiable 
and  since  they  are  evidence  of  the  ownership  of  certain  merchandise 
stored  in  a  warehouse,  bankers  will  loan  money  to  the  owner  and 
accept  the  warehouse  receipt  as  security. 

INIanufacturers  and  jobbers  of  certain  products  also  find  it  neces- 
sary to  store  large  quantities  of  their  wares  at  distributing  centers 
that  they  may  promptly  supply  the  trade.  Another  reason  for  this 
practice  is  a  financial  one.  When  a  manufacturer  exchanges  his 
wares  for  a  warehouse  receipt,  he  can  immediately  borrow  on  its 
security,  thus  securing  capital  to  carry  on  his  business  until  the  regular 
selling  season  for  his  particular  product. 

The  merchandise  broker  and  manufacturers'  agent  sometimes 
have  their  own  warehouses  and  combine  the  business  of  buying  and 
selling  with  that  of  storage  and,  if  they  possess  suflicient  capital, 
advance  money  to  the  manufacturer. 

Perishable  products  handled  by  the  produce  commission  mer- 
chant are  also  stored  in  cold  storage  warehouses,  both  to  preserve 
them  and  to  hold  for  more  favorable  market  conditions. 

STORAGE  ACCOUNTS 

30.  Storage  charges  are  usually  based  on  a  30  day  period, 
though  sometimes  for  shorter  periods,  and  any  period  less  than  a  full 
month  is  charged  for  at  the  30  day  rate. 

The  storage  is  frequently  charged  for  the  exact  time  that  goods 
are  in  the  warehouse,  that  is,  the  amount  is  figured  for  each  amount 
withdrawn.  The  following  example  demonstrates  this,  storage 
being  charged  on  each  quantity  withdrawn  at  the  rate  of  10c  per 
case  per  month. 


Received 

Delivered 

Time 

Rate 

Amount 

Nav. 

15 

600  cs.  eggs 

Dec. 

10 

100  cs. 

1  mo. 

lOc 

10 

00 

Jan. 

6 

300  cs. 

2  mo.. 

20c 

60 

00 

Feb. 

14 

200  cs. 
Total 

3  mo. 

30c 

60 

00 

130 

00 
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This  is  known  as  simple  storage. 

Another  method  is  to  charge  storage  for  the  average  time  at  a 
given  rate  per  month  of  30  days.  This  method  is  most  commonly 
used  when  receipts  and  deliveries  are  frequent,  and  is  called  average 
storage.     The  following  example  demonstrates  the  method. 


Date 

Receipts 

Delivehies 

Balance 

Time 

Quantity 

Stored  for 

One  Day 

Nov. 

15 

600  cs. 

600  CS. 

15  da. 

9,000  CS. 

Nov. 

30 

200  " 

800   " 

10  da. 

8,000  " 

Dec. 

10 

100  cs. 

700  " 

27  da. 

18,900  " 

Jan. 

6 

300  " 

400  " 

39  da. 

15,600  " 

Feb. 

14 

200  " 

200  " 

10  da. 

2,000  " 

Feb. 

24 

200  " 

000  " 

800 

800 

30)52,500 

1,750  cs.  @  lOc 


Average  for  1  jno. 
$175.00  (Amt.  of  charges) 


1,750 


SPECIAL  RECORDS  REQUIRED 

31.  One  of  the  most  important  records  required  is  a  storage 
record  showing  receipts  and  deliveries.  A  special  form  is  necessary 
and  should  be  adapted  to  the  requirements  of  the  particular  class  of 
storage  business  in  which  it  is  to  be  used. 

The  form  illustrated  is  typical  in  that  it  provides  for  a  record 
of  storage  of  any  class  of  goods  handled  in  packages.  The  storage 
charges  are  always  shown  so  that  a  statement  of  the  account  can  be 
made  at  any  time.  At  tke  end  of  each  month  the  storage  charges 
extended  during  the  month  are  debited,  through  the  journal,  to  the 
personal  accounts  of  the  owners.  The  total  of  all  such  storage 
charges  is  credited  to  a  storacje  account  in  the  general  ledger. 

When  there  are  frequent  receipts  and  deliveries,  the  owner 
should  be  given  a  detailed  statement  showing  all  changes  in  quanti- 
ties and  storage  charges.  Such  a  statement  should  be  a  transcript  of 
the  storage  record.  The  form  illustrated  answers  the  requirements 
of  simple  storage. 
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M 

To 

NATIONAL   STORAGE    CO.  Or: 

LOT  NO. 

IN 

OUT 

ARTICLE 

QUANTITY 

TIME 

RATE 

AMOUNT  1    TOTAL 

i 

Statement  of  Storage  Charges 
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SHIPMENTS  AND  CONSIGN- 
MENTS 


1.  Agency  Sales.  This  discussion  assumes  that  the  reader  has 
a  working  knowledge  of  both  single-  and  double-entry  bookkeeping 
and  that  he  understands,  also,  the  nature  and  function  of  control- 
ling accounts. 

We  have  to  deal  with  accounting  for  goods  sent  by  one  party 
to  another  to  be  sold  by  that  other  in  behalf  of  the  sender.  The 
sender  is  the  principal  and  owner  of  the  goods  and  retains  title  to 
them  until,  by  contract  of  sale,  the  title  passes  to  some  third 
party.  The  party  to  whom  the  goods  are  sent — usually  known 
as  a  commission  merchant,  or  factor — is  an  agent,  but  only  for 
the  purpose  of  selling  the  specific  goods  so  entrusted  to  him  by  the 
sender,  and  is  responsible  only  for  ordinary  care  in  handling  the 
goods.  He  is  bound  by  the  instructions  of  his  principal  and  is  per- 
sonally answerable  for  any  deviation  from  them;  nevertheless,  if  he 
makes  a  sale  in  violation  of  such  instructions,  the  purchaser  takes 
a  perfect  title,  as  against  the  consignor. 

2.  Scope  of  Transactions.  It  will  readily  be  recognized  that 
the  subject  has  to  do  only  with  sales  of  personal  property.  The 
farmer  sending  produce  of  any  sort — garden  truck,  grain,  wool, 
hogs,  cattle,  etc. — to  any  commission  merchant  for  sale;  the  owner 
of  shares  of  stock  or  other  securities  sending  the  same  to  a  bond 
dealer  for  sale;  the  manufacturer  or  jobber  sending  merchandise 
of  any  sort  to  agents,  or  to  local  dealers,  either  in  their  own 
country  or  in  a  foreign  country,  for  sale;  if  they  retain  the  title  to 
the  goods  sent,  are  all  within  the  scope  of  our  subject.  It  is  a 
phase  of  accounting  of  great  importance  even  now  and,  with  increase 
in  our  foreign  trade,  promises  to  be  of  first  rate  concern.  The 
transaction,  on  the  part  of  the  sender,  is  in  any  case  a  pm*e 
venture. 

3.  Terminology.  At  the  outset,  we  are  confronted  with  a 
(juestion  of  terminology.  The  terms  consignor  and  consignee  are 
universally   recognized   as   indicating,    respectively,    the   party   by 
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ichoiii  the  goods  are  sent  and  the  party  to  whom  they  are  sent. 
Hut  what  sliall  we  call  the  transaction  by  which  goods  are  thus 
sent  and  received?  A  consignment?  The  term  seems  most  fit- 
ting, for  the  goods  are  indeed  consigned;  but  when  attempt  is  made 
to  record  the  transaction  on  the  books  of  the  consignor  and  of  the 
consignee,  we  at  once  discover  that  to  the  consignor  consignment 
means  one  thing  while  to  the  consignee  it  means  a  wholly  dif- 
ferent thing.  It  is  as  if  we  w^ere  to  keep  only  a  "Notes"  account 
and  to  depend  upon  the  context  in  any  particular  case  to  determine 
whether  Notes  Receivable  or  Notes  Payable  is  intended.  English 
accountants  surmount  the  difficulty  by  designating  a  consignment 
on  the  books  of  the  consignor  as  a  "Consignment  Outward"  and 
on  the  books  of  the  consignee  as  a  "Consignment  Inward"  and  one 
recent  American  author  (Kester)  only  abbreviates  this  when  he 
suggests  "Consignments  Out"  and  "Consignments  In." 

Without  wasting  time  in  a  fruitless  discussion  of  the  various 
possibilities,  we  shall  adopt  what  is  at  least  good  practice  in  this 
c-ountry  and  designate  the  consignment  on  the  books  of  the  con- 
signee as  a  Consignment  with,  of  course,  the  serial  number  and  the 
requisite  qualifications  as  to  "from  whom  received;"  while  on  the 
books  of  the  consignor  it  will  be  known  as  a  Shipment  with  the  serial 
number  and  the  qualifications  to  indicate  "to  whom  sent."  Accord- 
ing to  this  program,  shipments  come  logically  before  consignments 
and  will  be  so  treated. 

SHIPMENTS 

4.  Simple  Accounting  Methods.  In  practice,  it  appears  that 
merchants  and  others,  not  infrequently,  will  make  a  shipment 
without  any  entry  at  all  of  the  transaction  on  their  books,  their 
only  record  being,  perhaps,  a  carbon  copy  of  their  letter  of  advice 
to  the  consignee  and  the  memorandum  copy  of  the  bill  of  lading. 
The  procedure  is  one  stage  better  than  keeping  account  "in  one's 
head"  and  this  is  about  all  that  can  be  said  in  its  favor.  It  is 
very  suggestive  of  the  bank  cashier's  memo  "Jones  $500"  which 
the  teller  is  expected  to  treat  as  cash.  More  than  likely  too,  in 
such  cases,  any  packing,  drayage,  and  freight  expenses  paid  on 
account  of  the  shipment  will  be  charged  to  the  general  expense 
account.     Later,  when  the  consignee  renders  an  "Account  Sales" 
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the  consignor  will  make  entry  as  for  goods  sold  in  the  regular  way 
at  the  home  store  and  from  stock  on  hand.  If,  in  the  meantime, 
the  books  of  the  consignor  arc  to  be  closed  and  a  balance  sheet 
made,  it  is  only  a  chance  whether  the  goods  so  out  on  consign- 
ment shall  find  place  among  the  assets.  To  have  such  an  element 
of  chance  in  the  accounts  is  poor  business. 

5.  Accounting  Purpose.  Obviously  the  prime  purpose  of  the 
consignor  in  making  the  shipment  is  to  gain  a  profit  and  it  should, 
therefore,  be  equally  obvious  that  the  accounting  department  should 
make  it  a  matter  of  first  importance  to  show  what  profit  or  loss,  if 
any,  results.  That  the  procedure  above  outlined  fails  utterly  in  this 
respect  must  be  self  evident. 

Determination  of  Loss  or  Gain.  The  simplest  scheme  of  con- 
signment accounting  which,  in  any  considerable  degree,  meets  this 
prime  requisite  requires  the  keeping  of  accounts  with  the  several 
shipments  as  ventures.  Each  account  is  charged  with  the  value 
of  the  goods  shipped  and  with  all  charges  incidental  thereto,  against 
the  total  of  which  the  proceeds  may  be  so  set  that,  when  the  con- 
signed goods  are  all  sold  and  the  account  credited  with  the  proceeds, 
the  balance  of  the  account  will  show  the  net  gain  or  loss.  This 
balance  is  important  for  a  shipment  account  is  fundamentally  a 
cost  accounting  proposition.  At  first  glance  such  an  account  may 
appear  to  be  a  diflScult  one  to  keep  but,  in  reality,  it  is  most 
simple. 

6.  Procedure  Illustrated.  Let  us  suppose  that  Henry  Carter, 
a  farmer  somewhere  in  the  middle  West,  has  a  surplus  of  apples 
and  potatoes  for  sale.  The  farm  price  of  the  apples  (that  is,  the 
best  price  at  which  they  would  sell  at  the  farm,  the  purchaser  haul- 
ing them  away)  is,  let  us  say,  $1.20  per  box;  and  of  the  potatoes, 
$1.00  per  bushel.  But  Carter  has  been  noting  the  prices  of  apples 
and  potatoes  on  the  Chicago  market  and  knows  the  name  and 
address  of  a  commission  merchant  in  that  city;  he  therefore  decides 
he  can  do  better  by  sending  these  products  for  sale  there.  He  pro- 
vides boxes  for  the  apples  and  bags  for  the  potatoes  and,  when  all 
are  properly  packed  and  the  several  parcels  clearly  marked,  he  shi|)^; 
them  to  A.  R.  Gibson,  commission  merchant,  192  N.  Clark  Street, 
Chicago,  mailing  to  Gibson,  at  the  same  time,  a  letter  somewhat 
as  follows: 
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Dear  Sir:  I  am  sending  you  today  by 
Union  Pacific  Fruit  Express  75  boxes  Jona- 
than apples  and  50  sacks  Early  Ohio  potatoes. 

Please  make  sale  as  best  you  can  and 
remit  proceeds  to. 

Yours  respectfully, 

Henry  Carter. 

This  letter  of  advice  might  name  the  home  price,  or  any  other 
price,  and  provide  that  sales  should  not  be  made  at  any  less  price 
or  might  even  name  the  prices  at  which  only  sales  should  be  made 
and  whether  for  cash  only  or  on  other  terms — for  the  owner  of  the 
goods  may  fix  prices  and  terms  at  his  pleasure;  but  otherwise, 


Fig.  1.     Shipment  Account  Opened 

prices  in  a  letter  of  advice,  or  in  a  pro  forma  invoice,  are  matter 
of  no  concern  to  the  commission  merchant. 

Necessary  Books.  For  his  accounting  record  of  this  transac- 
tion. Carter  needs  only  an  ordinary  daybook-ruled  account  book, 
across  the  top  of  the  first  double  page  of  which  he  may  write  the 
title  "Shipment  to  A.  R.  Gibson,"  w^ith  a  note  of  the  address,  and 
underneath  which,  on  the  left-hand  side,  he  may  enter  the  home 
price,  or  inventory  value,  of  the  apples  and  potatoes  shipped  and 
a  detailed  statement  of  costs  incurred  in  connection  with  them. 
His  account  as  made  up  at  time  of  shipment  is  illustrated  in  Fig.  1. 

Account  Sales.  On  September  10,  Carter  receives  a  letter  from 
Gibson,  enclosing  check  for  proceeds  of  sales,  less  charges,  and  an 
Account  Sales  as  in  Fig.  2. 
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Calculating  Loss  or  Gain.  Upon  receipt  of  this  Account  Sales, 
Henry  Carter  may  now  complete  his  shipment  account  record  and 
determine  his  loss  or  gain  on  the  venture.  In  doing  this  he  may 
either  enter  the  additional  costs,  shown  in  the  Account  Sales  under 
the  heading  of  Charges,  and  credit  the  Shipment  account  for  the 
gross  receipts;  or  he  may  enter  a  credit  simply  for  the  net  pro- 
ceeds. Either  way  will  yield  the  same  result.  The  latter  way  is 
shorter  and  usually  to  be  preferred.     Having  entered  credit  for 
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Fig.  2.     Account  Sales 

the  net  proceeds  and  closed  the  account  to  show  the  loss  or  gain, 
the  shipment  account  then  appears  as  shown  in  Fig.  3. 

The  foregoing  simple  presentation  exhibits,  substantially,  all 
there  is  to  shipment  accounting.  It  is  sales  cost  accounting.  But 
it  is  not,  ordinarily,  so  simple  to  determine  the  methods  best 
adapted  for  carrying  such  accounts  on  the  books  of  the  consignor, 
according  to  the  nature  and  extent  of  his  business;  the  other 
accounts  which  he  finds  needful  to  keep;  the  many  questions  which 
may  arise  because  of  advances  made  by  the  consignee  and  of  sales 
made  on  credit;  and  what  to  do  when  a  Balance  Sheet  of  the  con- 
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.signor's  books  is  called  for,  in  the  matter  of  outstanding  con- 
signments upon  which  only  partial  or  no  Account  Sales  have  been 
rendered. 

7.  Use  of  Controlling  Accounts.  About  the  first  change 
introduced,  by  reason  of  increase  in  number  of  shipments,  is  the 
adoption  of  a  single-entry  daybook  and  single-entry  ledger  exclu- 
sively devoted  to  shipment  transactions.  These  books  may  be 
kept  entirely  independent  of,  and  in  addition  to,  the  regular  books; 
or  they  may,  if  the  books  of  the  bttsiness  proper  are  kept  by  double 
entry,  be  half  "tied  in"  with  its  accounts  through  the  medium  of 
a  Shipment  Ledger  controlling  account  in  the  main  ledger. 
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Fig.  3.     Shipment  Account  Closed 

"Tied  Iri"  Shipment  Accounts.  Such  a  result  springs,  ordi- 
narily at  any  rate,  not  from  the  incorporation  of  a  single-entry 
set  bodily  into  the  regular  accounting  scheme,  but  from  an  effort 
to  relieve  the  main  ledger  of  numerous  shipment  accounts  that  are 
fully  "tied  in"  as  main  ledger  accounts;  it  is  accomplished  in  the 
same  way  and  for  the  same  reason  as,  with  increase  of  accounts 
receivable  or  accounts  payable,  the  individual  accounts  are  trans- 
ferred to  subsidiary  books  and  thenceforth  accounted  for  in  the 
main  ledger  only  through  the  controlling  accounts  of  Accounts 
Receivable,  or  Sales  Ledger,  and  Accounts  Payable,  or  Purchase 
Ledger.  For  the  occasional  shipment,  however,  the  account  is  best 
carried  as  an  ordinary  ledger  account. 
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Suppose  in  the  case  above  set  out,  that  Henry  Carter  kept  a 
set  of  double-entry  books  with  separate  accounts  for  Apples  and 
Potatoes;  that  the  boxes  and  sacks  were  purchased  from  the  Wil- 
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Fig.  4.     Journal  Entry  Recording  Shipment  Costs 

ton  Mercantile  Company  on  account;  and  that  the  packing  and 
hauling  were  paid  for  in  cash.  Then,  accepting,  as  before,  the 
home  market  price  as  the  inventory  value  of  the  produce,  he 
would,  instead  of  opening  the  detailed  and  independent  day  book- 
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Fig.  5.     Journal  Entry  Recording  Proceeds  Received 

ledger,  record  this  transaction  in  his  regular  day  book  and  make 
and  post  the  items  as  in  Fig.  4  to  show  the  costs  of  shipment. 
Later,  when  he  received  the  Account  Sales  with  check  from  Gib- 
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Fig.  G.    Shipment  Account  Before  Cloaing 


son,  he  would  record  it  on  his  day  book  and  journalize  and  post 
as  in  Fig.  5.  In  such  case  the  shipment  account  would  become  a 
main  ledger  account,  and  as  fully  "tied  in"  as  any  other  account. 
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Tlic  resulting  ledger  account  would  show  as  in  Fig.  G,  and  thus  it 
would  stand  until  time  for  closing  the  books,  when  the  balance 
would  be  closed  to  the  Shipment  Sales  division  of  the  Loss  and 
Gain  account  or  it  might  be  closed  at  once  into  a  Shipments  Loss 
and  Gain  account  and  thence,  at  the  close  of  the  year,  into 
Shipment  Sales  division  of  the  Loss  and  Gain  account.  The  net 
result  in  either  case  would  be  the  same. 

Several  Shipments  to  Same  Consignee.  In  like  manner,  sepa- 
rate accounts  would  be  opened  covering  each  shipment,  whether 
to  Gibson  or  to  other  parties.  If  two  or  more  shipments  are  made 
to  any  one  consignee,  the  accounts  should  be  serially  numbered; 
Shipment,  A.  R.  Gibson,  No.  2;  Shipment,  A.  R.  Gibson,  No.  3, 
etc.,  so  as  to  avoid  any  possible  confusion.  At  any  time,  when- 
ever such  accounts  become  too  numerous  for  convenient  handling 
in  the  main  ledger,  they  may  be  set  out  and  cared  for  in  subsidiary 
books  as  above  explained. 

Shipment  Account  Shows  Loss  or  Gain  on  Venture  Only.  It  is 
to  be  noted  that  the  loss  or  gain  shown  in  the  Shipment  account 
is  the  loss  or  gain  by  reason  of  the  venture  alone  and  not  neces- 
sarily the  loss  or  gain  on  the  produce.  The  cost  of  producing  the 
apples  or  potatoes  may  have  been  more  or  less  than  the  farm,  or 
inventory,  prices  taken.  The  venture  is  independent  of  that.  If 
the  inventory  price  taken  yielded  a  profit  on  the  costs  of  produc- 
tion, that  profit  will  be  reflected  in  the  loss  or  gain  shown  in  the 
Apples  or  Potatoes  account  at  time  of  closing  the  books. 

8.  Shipment  Account  a  Subdivision  of  Merchandise  Account. 
In  the  case  of  goods  shipped  from  stock,  the  cost  of  which  is 
known,  the  Shipment  account  should  be  charged  for  cost,  neither 
more  nor  less.    The  entry 

Shipment,  A.  R.  Gibson  


Purchases   (or  Merchandise)  

records  only  a  transfer  of  goods  from  the  home  establishment  to 
the  custody  of  the  consignee;  and,  until  sale  is  made,  the  Ship- 
ment account  should  show  the  inventory  value  of  the  goods  out  on 
consignment  just  as  the  Merchandise  account,  until  a  sale  is  made, 
shows  the  inventory  value  of  the  goods  in  stock.  The  Shipment 
account  is,  in  fact,  only  a  subdivision  of  the  Merchandise  account; 
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and,  if  a  mixed  Merchandise  account  is  kept,  the  corresponding 
credit  must,  of  course,  be  posted  to  that  account  or  to  some  ficti- 
tious account  such  as  Goods  on  Consignment.  This,  on  a  Balance 
Sheet  made  prior  to  receipt  of  an  Account  Sales,  would  appear 
either  on  the  credit  side  as  an  offset  to  Inventory  or  on  the  debit 
side  as  a  deduction  from  that  item  in  like  manner  as  the  balance 
of  a  Notes  Receivable  Discounted  account  is  deducted  from  the 
total  of  Notes  Receivable.  Where,  however,  separate  Purchase 
and  Sales  accounts  are  kept,  the  credit  should  be  not  to  Sales,  nor 
to  Consignment  Sales,  but  to  Purchases;  for  such  a  credit  to  Sales 
not  only  fails  to  make  the  balance  of  Purchases  account  show  the 
value  of  goods  to  be  accounted  for  by  the  home  establishment,  but 
records  a  sale  when,  as  a  matter  of  fact,  there  has  been  no  sale. 
Assuming  that  the  Merchandise  Inventory  account  has  been  closed 
into  Purchases  account  at  the  beginning  of  the  financial  period,  the 
balance  of  Purchases  account  will  show  the  cost  of  the  goods  to 
be  accounted  for  by  the  home  establishment  as  the  debit  side  of 
Shipment  account  will  show  the  cost  of  goods  to  be  accounted  for 
by  the  consignee. 

Advances  by  Consignee.  When  the  consignee  favors  the  con- 
signor with  an  advance  on  his  shipment,  such  advance  should  show 
on  the  consignor's  books  as  a  credit  to  the  personal  account  of 
the  consignee.  It  is  a  straight  loan;  and  if,  for  any  reason,  the 
shipment  should  fail  to  reach  the  consignee  or,  having  reached  him, 
should  prove  worthless,  the  loan  would  have  to  be  returned. 
Assuming,  however,  that  the  shipment  reaches  the  consignee  and 
that  the  goods  are  sold  for  a  sum  which  calls  for  a  further  remit- 
tance from  the  consignee,  this  additional  remittance  should  also  be 
entered  to  the  credit  of  the  consignee's  personal  account  and  then, 
by  closing  this  personal  account  into  Shipment  account,  the  balance 
of  Shipment  account  will  show  the  loss  or  gain  on  the  venture. 

9.  Personification  of  Shipment  Accounts.  In  view  of  the  fact 
that,  except  under  extraordinary  circumstances,  shipments  may  be 
counted  upon  to  yield  at  least  as  much  as  the  advance,  it  is  quite 
common  to  credit  Shipment  account,  instead  of  the  consignee's 
personal  account,  when  the  advance,  or  loan,  is  received.  This 
makes  less  work  for  the  bookkeeper  and,  as  it  usually  works  out 
all  right,  many  accountants  seem  to  favor  it,  but  a  true  balance 
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sheet  of  the  consignor's  business,  pending  receipt  of  Account  Sales, 
can  be  made  only  \Yhen  the  advance,  as  above  stated,  is  credited 
to  tlie  consignee's  personal  account;  the  advance  represents  a  lia- 
bility of  the  consignor  which,  by  being  credited  to  Shipment 
account,  is  smothered  and  offset  by  assets  which  may  possibly  be 
at  the  bottom  of  the  sea. 

10.  Procedure  when  Partial  Acxount  Sales  Received.  If  a 
balance  sheet  of  the  consignor's  books  is  to  be  made  when  only 
a  part  of  the  consigned  goods  have  been  sold  and  partial  Account 
Sales  made,  it  then  becomes  requisite  to  know  the  condition  of  the 
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Fig.  7.     Shipment  Account — Closed  in  Part 

unsold  portion.  Presumably,  the  most  saleable  goods  were  first 
sold  and  the  remainder  may  be  worthless;  but,  assuming  that  the 
unsold  goods  are  saleable,  apportionment  must  be  made,  as 
between  the  sold  and  the  unsold  goods,  of  the  costs  accrued  against 
the  shipment  as  a  whole.  Let  us  assume,  for  the  sake  of  illustra- 
tion, that  instead  of  waiting  to  make  full  Account  Sales  on  Septem- 
ber 8,  Gibson  had  made  a  partial  Account  Sale  on  September  5, 
when  only  two-thu-ds  of  the  goods  had  been  sold,  and  that  Carter's 
books  are  to  be  closed  on  September  7.  In  this  case  the  Shipment 
account  would  be  closed  exactly  as  a  mixed  merchandise  account, 
which  it  then  is,  and,  after  making  the  balance  sheet  and  reversal 
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of  inventory  entries,  the  account  would  stand  as  in  Fig.  7. 
There  is  no  occasion  for  the  opening  of  a  new  shipment  account. 
11.  Sales  on  Account,  etc.  Thus  far  we  have  assumed  that 
all  consigned  goods  are  sold  for  cash  and  that  Account  Sales 
with  remittance  of  proceeds  is  promptly  made,  as  in  the  case  of 
the  Henry  Carter  shipment  to  A.  R.  Gibson.  But  such  a  clean 
cut  procedure  is  by  no  means  the  rule.  Many  consignments 
must  be  sold  on  credit  and  the  consignee,  as  the  agent  of  the 
consignor,  has  authority  so  to  make  sales,  unless  forbidden  by 
his  instructions  so  to  do.  The  consignee  may  make  sale  entirely, 
or  in  part,  on  notes  or  on  open  account  and  may  forward  the 
notes  or  report  the  accounts  as  his  remittance  of  proceeds.  In 
such  case  the  consignor  enters 

Notes  Receivable  (or  Accounts  Receivable) 

Shipment,  A.  R.  Gibson  

Proceeds    of    Shipment  


and  closes  his  shipment  account. 

Del  Credere  Sales.  In  this  connection  it  may  be  noted  that 
frequently  the  consignee  guarantees  the  collection  of  the  notes 
or  accounts.  For  this  he  charges  an  additional  fee  termed  del 
credere,  or  sometimes  discount,  which  is  listed  among  his  other 
charges  sometimes  separately,  but  more  frequently  covered  in  a 
higher   commission  rate. 

Sales  Instructio7is.  Sometimes,  instead  of  the  instruction  *'for 
sale  and  remittance"  we  may  find  the  instruction  "for  sale  and 
credit  to  our  account";  or  the  instruction  may  be  altogether  indefi- 
nite and  the  consignee  may  remit  or  credit  at  his  option.  Ordi- 
narily, a  failure  to  remit  leads  to  nothing  more  serious  than  a 
delay;  for  the  consignee  is  liable,  not  simply  as  a  debtor,  but  also 
as  an  embezzler,  if  he  fails  to  make  due  report  and  remittance. 
But  suppose  the  instructions  were  "for  sale  and  remittance,"  or 
that  the  instructions  were  open  and  the  consignee,  instead  of  remit- 
ting, entered  a  credit  and  so  reported.  If  the  consignor  is  satisfied 
with  this,  then  the  consignor's  claim  will,  of  course,  appear  on 
the  books  of  the  consignee  as  a  general  liability. 

Suppose,  however,  that  the  consignor  declines  to  accept  the 
consignee  as  his  debtor  and  demands  remittance  and  the   con- 
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>ijj:nee  becomes  a  bankrupt.  In  this  state  of  affairs,  the  consignor, 
instead  of  standing  only  as  a  general  creditor  taking  pro  rata  on  a 
closing  out  of  the  bankrupt's  stock,  is  a  preferred  creditor  and  may 
hold  the  money,  notes,  or  accounts  received  by  the  consignee  on  sale 
of  the  consignor's  goods  against  all  other  creditors;  and  it  is  suffi- 
cient in  the  case  of  a  sale  for  money  that  the  consignee  shall  have 
specified  the  sum.  The  identical  cash  received  need  not  have  been 
set  apart. 

Charging  Consignee  Personally.  Some  bookkeepers,  acting  on 
the  principle  that  the  consignee  is  responsible  for  the  goods  con- 
signed, open  an  account  with  and  charge  the  consignee  for  the 
value  of  the  goods  sent.  The  consignee  is,  indeed,  liable;  but  his 
liability  is  that  of  a  bailee,  and  not  that  of  a  debtor.  Such  an 
entry  puts  an  asset  account  receivable  on  the  books  which  does 
not  exist;  and,  if  the  loss  or  gain  on  the  particular  shipment  is  to 
be  shown  on  the  books  at  all,  requires  the  determination  of  the 
amount  of  the  loss  or  gain  entirely  apart  from  the  ledger  accounts 
and  the  wholly  indefensible  procedure  of  closing  a  personal  account 
to  Loss  and  Gain  when  the  party  named  has  neither  defaulted 
in  his  obhgation  nor  made  a  gift  to  the  business. 

One  author  advocates  the  keeping  of  a  memorandum  of  the 
shipment  until  an  Account  Sales  is  received  and  then  to  open  an 
account  charging  the  consignee  personally  with  the  net  proceeds 
and  crediting  Sales.  This  procedure  savors  a  good  deal  of  the 
policy  of  locking  the  stable  door  after  the  horse  is  stolen. 

12.  Memorandum  Accounts.  Still  another  method  even  now 
being  taught  by  a  well-known  accounting  school  is,  on  making 
shipment,  to  enter  Consignment  (meaning  Shipment),  A.  R. 
Gibson  Dr,  and  Goods  on  Consignment  (or  Consignment  Sales) 
Cr,  and  to  treat  both  these  accounts  as  purely  memorandum 
accounts — a  sort  of  reminder  that  goods  are  out  on  consignment. 

Costs  as  Items  of  General  Expense.  All  costs  of  drayage, 
insurance,  etc.,  are  charged  to  General  Expense  or  to  Selling 
Expense  account.  If  a  balance  sheet  is  required  before  Account 
Sales  is  received,  these  memorandum  accounts  are  not  shown,  but 
the  inventory  value  of  the  goods  out  on  consignment  is  counted 
in  with  that  of  the  goods  on  hand,  or  at  most  only  separately 
noted  under  that  head.    When  Account  Sales  is  received  the  entry 
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setting  up  the  memorandum  accounts  is  reversed  and  entry  made 
as  for  a  sale  from  the  general  stock  at  the  price  of  the  net  pro- 
ceeds. Thus,  after  having  done  all  the  work  necessary  for  deter- 
mining the  loss  or  gain  on  the  venture,  all  its  possible  benefits  are 
put  aside  by  mixing  the  returns  with  the  regular  sales.  It  is 
remarkable  that  Kester,  in  his  recent  work  on  "Accounting 
Theory  and  Practice,"  after  giving  an  account  of  this  procedure 
and  saying  of  it  (Vol.  I.,  page  473)  "The  effect  of  this  method  is 
to  merge  consignment  and  regular  sales  transactions  into  one 
record,  making  impossible  a  separate  showing  of  the  profit  or 
loss  on  consignments"  should,  farther  on,  recommend  it  for  use 
in  cases  "where  consignments  are  the  regular  means  of  sale, 
. . .  because  under  this  method  all  consignment  transactions  are 
properly  included  in  the  regular  sales  and  expense  records."  The 
procedure  is  as  if  a  stockman,  having  many  animals  of  different 
kinds  and  wishing  to  know  how  his  business  prospers,  should 
keep  them  well  sorted  in  separate  fields  until  inventory  time  and 
then,  just  before  beginning  the  count,  should  throw  open  all  the 
gates  and  turn  the  animals  into  one  common  field.  Such  a 
method,  if  such  it  may  be  called,  gives  the  bookkeeper  something 
to  do  for  his  money  and,  whether  intended  or  not,  so  beclouds 
the  record  that  only  an  expert  accountant  can  understand  it. 

CONSIGNMENTS 
13.  Consignee  not  a  Debtor.  Turning  now  to  the  consignee 
and  to  his  accounting  records,  we  find  an  entirely  different  situa- 
tion. The  consignor's  goods  are  in  the  consignee's  possession  but 
he  is  in  no  sense  indebted  for  them  and  his  only  responsibility  is 
that  of  a  bailee — to  safe-guard  them  with  ordinary  care,  that  is, 
to  care  for  them  as  an  ordinarily  prudent  man  would  care  for 
them  if  they  were  his  own — and  to  make  sale,  or  such  other  dis- 
position of  them,  as  the  consignor  may  direct.  He  has  a  lien 
upon  the  goods,  or  upon  the  proceeds,  for  any  necessary  expenses 
incurred  in  taking  care  of  and  selling  the  same,  such  as  freight, 
dock,  wharfage,  storage,  or  auction  fees,  insurance,  etc.,  and  for 
his  reasonable  commission;  but  this  in  no  way  affects  the  per- 
sonal liability  of  the  consignor  to  him  for  the  amount  of  such 
charges  and  commissions. 
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lUrciniKj  lioulc.  Upon  receipt  of  a  consignment,  the  con- 
signee makes  record,  first  of  all,  in  some  sort  of  Receiving  Book 
in  which  a  detailed  statement  is  made  setting  out  the  different 
kinds  and  quantities  of  goods  received;  when  received;  from 
wliom  receiveil;  by  what  car  or  boat  received;  the  amount  of 
freight  or  other  charges  paid;  and  any  further  data  that  may  seem 
needful  for  identification  and  separate  accounting.  For  this,  an 
ordinary  day-  book-ruled  book  is  commonly  used  and  this  record, 
when  made  up  and  posted  is  substantially  as  in  Fig.  8. 
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Fig.  8.     Receiving  Book 

Commonly  two  receiving  books  are  used,  one  being  used  on 
'•ne  day  at  the  receiving  desk  while  the  other  is  being  used  by 
the  bookkeeper,  and  so  on,  alternately. 

"  l!io  Name"  Consigmnents.  According  to  the  entries  in  the 
Receiving  Book,  the  bookkeeper,  if  he  follows  the  logical  and 
better  way,  will  open  accounts  in  the  consignors  ledger  with  the 
several  parties  from  whom  consignments  are  received  and  debit 
them  as  for  charges  paid.  Frequently,  goods  are  received  without 
any  evidence  of  ownership.  Such  consignments  are  numbered  and 
handled  as  any  other  consignment  under  a  "No  name"  title. 
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14.  Handling  Accrued  Charges.  If  the  consignee's  accounts 
are  kept  in  double  entry,  he  may  open  a  separate  main-ledger 
account  with  each  consignor  and  post  the  several  debit  and  credit 
items  accordingly;  or  he  may  use  a  main-ledger  controlling  account, 
debiting  and  crediting  the  consignors  individually  in  a  subsidiary 
ledger.  In  the  latter  case  he  will  enter  the  charges  paid  in  the  main 
ledger  to  the  debit  of  a  Consignors  account  and  to  the  credit  of  Cash 
or  of  Freight  and  Cartage,  according  as  the  charges  are  paid  at  once 
or  later  upon  bills  rendered  by  the  transportation  companies.  If 
the  actual  payment  is  deferred,  as  is  customary,  the  original  credit 
to  Freight  and  Cartage  is  cancelled  by  the  later  entry  of 

Freight  and  Cartage  

Cash  

which  yields  the  net  result  of 

Consignors  

Cash  

Accrued  charges  paid 

15.  Consignments  Kept  Separate.  The  consignee  must  keep 
the  goods  of  each  consignment  separate  and  apart  from  the 
goods  of  other  consignments  and  from  his  own  goods.  To  this 
end,  as  each  consignment  is  recorded  in  the  Receiving  Book,  it 
is  given  a  number  (Lot  Number)  and  this  number  is  marked  on 
each  package;  or,  if  the  goods  are  of  such  a  nature  that  a  lot 
number  cannot  conveniently  be  put  upon  them,  they  are  placed 
in  stalls,  or  otherwise  apart  from  other  goods,  and  a  placard  bearing 
the  lot  number  is  posted  over  them.  Later,  as  sales  are  made,  cred- 
its are  entered  to  the  credit  of  consignors'  accounts  according  to 
these  lot  numbers  as  they  will  appear  in  the  Sales  Book. 

16.  Sales  Book.  About  the  most  suitable  form  of  Sales  Book 
for  a  purely  commission  business,  would  be  one  with  journal  ruling 
in  which  the  name  and  address  of  purchasers  could  be  written, 
together  with  a  detailed  description  of  goods  purchased  and  record 
made  of  the  lot  numbers  from  which  the  several  commodities  were 
taken.  The  left  hand  money  column  would  serve  as  an  items  col- 
umn and  the  right  hand  column  for  totals  of  sales.  In  such  a  case, 
the  bookkeeper  would  make  posting  to  the  purchasers'  accounts  in 
the  Sales  Ledger,  as  from  an  ordinary  Sales  Book,  and  to  consignors' 
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accounts  in  the  (Consignors'  Ledger  as  indicated  by  the  lot  numbers 
and  the  items;  also,  he  would  post  in  the  main  ledger  the  total  sales. 

Sales  Ledger  (or  Accounts  Receivable)     

Consignors  
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Fig.  9.     Sales  Book 

But  a  purely  commission  business  is  hardly  to  be  found,  the 
commission  merchants  all  but  universally  carrying  goods  of  their 
own  and  making  sales  more  or  less  in  competition  with  the  goods 
of  their  consignors.  On  this  account,  commission  Sales  Books 
are  provided  with  a  third  money  column  for  recording  sales  from 
stock  and,  when  made  up  and  posted,  appear  as  in  Fig.  9. 
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17.  Cash  Sales.  Sales  for  cash  may  be  entered  as  on 
account,  with  an  off-setting  credit  run  through  tlie  Cash  Book;  or 
the  sale  record,  instead  of  being  posted  may  be  checked  both  in 
the  Sales  Book  and  in  the  Cash  Book;  or  a  Cash  Sales  column  may 
be  inserted  in  the  Sales  Book  or  in  the  Cash  Book  and  adjusting 
entries  made  or  posting  made  direct  to  the  ledger.  The  particular 
procedure  employed  in  any  case  is  of  small  importance  provided 
only  the  proper  classification  of  accounts  is  maintained  and  the 
proper  debit  and  credit  entries  made  in  the  ledger. 

Purchaser  Deals  with  Consignee  Only.  So  far  as  the  pur- 
chaser is  concerned,  there  is  no  distinction  between  goods  sold 
to  him  from  consigned  stock  and  goods  sold  to  him  from  the 
commission  merchant's  own  stock.  The  purchaser  buys  as  from 
the  commission  merchant  only.  But  the  commission  merchant 
distinguishes  by  having  no  lot  number  opposite  items  sold  from 
his  own  stock  and  by  extending  the  sales  price  of  such  goods 
into  the  Mdse  column;  and,  in  posting  to  the  main  ledger,  the 
amount  of  this  Mdse  column  is  credited  to  his  own  merchandise 
sales  account. 

Advances.  Any  advances  which  the  commission  merchant  has 
made  to  the  consignor  is,  of  course,  posted  from  the  Cash  Book 
and  charged  in  the  main  ledger  to  Consignors'  Account  and,  in 
the  consignors'  ledger,  to  the  debit  of  the  individual  consignor's 
personal  account.  Expenditures  for  drayage,  storage,  insurance, 
auction  fees,  etc.,  are  likewise  charged  against  consignor  per- 
sonally. The  consignee  may  make  report  to  his  principal  when 
only  a  part  of  the  consigned  goods  have  been  sold;  that  is,  he 
may  make  a  partial  account  sales.  But,  usually,  the  report  is 
in  full  and  substantially  in  the  form  shown  on  page  5,  the  com- 
mission merchant's  commission  on  sales  being  charged,  in  like 
manner  as  other  items  are  charged,  to  the  consignor's  personal 
account  and,  of  course,  included  in  the  Account  Sales,  which  is 
only  a  restatement  of  the  consignor's  account. 

Consignee  not  an  Adventurer.  On  the  consignee's  books, 
according  to  the  method  above  described,  there  is  no  account 
with  the  venture  but  only  with  the  consignor.  The  only  record 
of  the  consignment  is  in  the  Receiving  Book  which  is  a  pure 
memorandum   record,   except  for  the   items  of   freight   or   other 
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I  hargcs  which   had  accrued   prior  to  receipt  of  the  goods.     Any 

It^hit   or  credit  balance   in   the   account  of   a   consignor  on   the 

onsignec's  books  represents,  therefore,   a  true  asset  or  liability 

of  the  consignee  and  in  the  making  of  a  Balance  sheet  accounts 

of  consignors  are  to  be  treated  as  other  personal  accounts,  but 

I'parately  stated. 

18.  Liability  of  G)nsignee.  The  consignee  becomes  liable 
to  the  consignor  for  failure  to  take  proper  care  of  the  goods 
consigned  to  him  and  for  failure  to  obey  instructions  of  the  con- 
signor; but  this  liability  is  no  part  of  his  liability  as  consignee. 
It  arises  from  failure  to  do  as  a  consignee  should  do.  In  other 
words,  it  is  a  liability  in  tort  and  not  in  contract.  The  con- 
signee becomes  a  debtor  only  when  some  of  the  consigned  goods 
are  sold  and  the  proceeds  come  into  his  possession.  He  holds 
such  proceeds  in  trust  for  his  principal  and  is  bound  to  make 
prompt  report  with  remittance  or  otherwise,  according  to  his 
instructions  and  the  character  of  the  proceeds  in  his  hands.  His 
only  venture  is  his  service  for  which  he  is  paid  in  a  commission 
on  sales. 

Protecting  Interest  of  Consignor.  We  noted  on  page  12  that, 
if  the  proceeds  of  sale  of  consigned  goods  were  in  cash,  it  was 
sufficient  to  protect  the  consignor's  interest,  as  against  other 
creditors  of  the  consignee,  if  the  consignee  records  the  sum  due 
to  the  consignor,  even  though  the  money  be  mLxed  with  other 
money  belonging  to  the  consignee — as,  for  example,  by  deposit  in 
bank  to  the  consignee's  credit.  So  too,  it  seems,  if  he  holds  the 
proceeds  to  the  credit  of  the  consignor,  it  will  be  sufficient  if  he 
enters  the  amount  to  the  credit  of  his  consignor  as  bailor.  Open 
accounts  receivable  on  the  consignee's  books,  or  notes  springing 
from  sale  of  consigned  goods,  belong,  of  course,  to  the  consignor 
whether  taken  in  his  name  or  in  the  name  of  the  consignee. 

19.  Personification  of  Consignment  Account.  Another  method 
of  keeping  consignment  accounts  arises  from  a  sort  of  personifica- 
tion of  the  consignment,  as  if  the  goods  were  not  subject  to  a 
lien  only,  but  were  personally  responsible  for  advances,  for  freight 
and  other  charges,  and  to  be  credited  for  proceeds  of  sales. 
Under  this  method,  in  a  small-scale  commission  business,  the 
functions  of  the  Receiving  Book  and  of  the  Sales  Book  are  sup- 
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plied  by  the  ordinary  books  of  original  entry;  and,  instead  of  an 
account  with  the  consignor  a  ledger  account  is  opened  with,  say, 
"Henry  Carter  Consignment  No.  1."  Expenditures  for  freight, 
insurance,  commission,  etc.  are  debited  and  receipts  from  sales  are 
credited  to  this  account,  the  balance,  at  any  time,  showing  the 
amount  due  to  or  from  the  consignor.  But  this  is  clearly  read- 
ing into  the  account  something  which  is  not  there  and  if,  after 
the  consigned  goods  are  disposed  of,  there  remains  any  balance, 
one  way  or  the  other,  it  is  regularly  transferred  from  the  con- 
signment account  to  a  personal  account  with  the  consignor. 

Consignment  Account — Contents.     As  ordinarily  made  up,  the 
consignment  account  contains  also  a  memorandum  of  the  goods 
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Fig.  10.     Consignment  Account  Closed — Ledger  Form 

received  and,  when  fully  written  up,  would  show  items  as  in 
Fig.  10. 

A  copy  of  the  ^consignment  account  would  answer  all  the  pur- 
poses of  an  Account  Sales;  but  Account  Sales  is  usually  rendered 
in  statement  form  as  shown  on  page  5. 

Memoranda  Entry.  There  is  a  difference  of  opinion  touching 
whether  the  memorandum  of  goods  received  should  be  entered  on 
the  debit  or  credit  side  of  the  account.  Practically,  it  makes 
no  difference;  the  memorandum  may  just  as  well  be  written  on 
the  clear  space  above  the  title  of  the  account.  It  may  academ- 
ically be  worthy  of  discussion,  but  we  think  not.  We  place  it 
upon  the  credit  side  ms  being  identical  witii  that  which  later  is 
entered  on  the  credit  side  when  sales  are  made,  but  which  cannot 
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be  so  entered  at  time  of  receipt  because  the  sales  value  is  then 
not  known.  Perhaps  the  best  way  is  to  keep  the  accounts  on 
journal-ruled  paper,  in  which  case  no  one  can  tell  whether  the 
memoranda  are  debit  or  credit  entries. 

When  consignment  accounts  become  so  numerous  as  to  make 
the  ledger  unwieldy,  they  are  set  out  in  a  separate  and  sub- 
sidiary ledger  with  a  controlling  account  in  the  main  ledger,  as 
explained  in  the  case  of  shipments.  At  the  same  time,  there  is 
introduced,  also,  separate  Receiving  and  Sales  books. 

20.  Combined  Receiving  and  Sales  Book.  One  much  favored 
scheme  provides  for  a  Commission  Sales  book  which  serves  both 
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Fig.  11.     Consignment  Account  Closed — Statement  Form 

as  a  Receiving  book  and  as  a  ledger  for  the  individual  consign- 
ment accounts.  A  page  of  such  a  book  is  shown  in  Fig.  11. 
Sometimes  the  page  is  divided  into  two  parts — the  upper  part  for 
memoranda  of  the  goods  received  and  for  credits  from  sales,  the 
lower  part  for  charges  and  commission,  etc.  Essentially,  how- 
ever, it  is  the  same  as  shown.  It  supplies  all  needed  data  for 
an  Account  Sales,  which  is  seldom  more  than  a  transcript  of  the 
account. 

Commission  Sales  Book  a  Memorandum  Book.    The  Commis- 
sion Sales  book  is  not  "tied  in"  with  the  main  ledger  but  is  car- 
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ried  purely  as  a  memorandum  book.  When  a  consignment  account 
is  closed  and  Account  Sales  rendered,  a  summary  record  of  results 
is  entered  in  an  Account  Sales  register  which  is  simply  a  special 
column  journal  for  distribution  of  the  gross  receipts  from  com- 
mission sales.  Such  modifications  lead  to  elaborate  and  some- 
times, fortunately,  labor-saving  methods,  but  they  in  no  way 
affect  general  accounting  principles. 

If,  pending  remittance  of  proceeds  of  any  consignment 
accounts,  it  is  desired  to  make  a  Balance  Sheet  of  the  consignee's 
books,  one  must  treat  charges,  or  advances,  against  a  consignment 
as  resources  and  treat  proceeds  of  sales  for  which  no  Account  Sales 
has  been  rendered  as  liability  inventory.  No  account  is  opened 
with  the  consignor  unless  the  proceeds  of  his  consignment  are  held 
to  his  credit  or  when  there  is  not  sufficient  realized  from  sales  to 
cover  the  consignee's  charges. 

While  this  method  can  hardly  be  defended  logically,  it 
answers  every  need  in  the  great  majority  of  cases  because  it  is 
seldom,  indeed,  that  a  consignment  does  not  yield  sufiicient  pro- 
ceeds to  cover  charges  and  it  has  the  decided  merit  of  keeping 
the  records  of  different  consignments  from  any  one  party  entirely 
separate  from  each  other. 

Sales  Sheets.  By  use  of  sales  sheets,  instead  of  a  Sales  Book, 
it  is  possible  to  make  carbon  copies  so  that  one  writing  will 
serve  for  order  book,  shipping  book,  and  for  either  cash  or  credit 
sales.  This,  also,  is  only  a  modification  in  form  such  as  are 
commonly  introduced  to   meet   peculiar  conditions. 

JOINT  VENTURES 

21.  Two  Kinds  of  Joint  Ventures.  A  joint  ventm-e  may  be 
simply  a  shipment  by  two  or  more  parties  who,  for  the  purposes 
of  the  venture  only,  constitute  a  temporary  partnership.  In  this 
case,  the  consignee  is  an  outside  party  who,  when  properly 
advised,  can  make  returns  to  each  member  of  the  partner- 
ship according  to  the  partnership  agreement  and  thus  close 
the  venture,  as  in  the  case  of  a  consignment  from  one  con- 
signor, or  he  can  make  a  report  to  any  one  of  the  partners 
and  the  partners  can  then  make  the  necessary  adjustment  among 
themselves. 
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22.  Combined  Shipment  and  Consignment.  More  irc- 
qutMitly,  however,  the  joint  venture  is  a  shipment  by  the  partner- 
ship made  through  one  of  its  members  at  one  point — say,  Para, 
Brazil — to  the  partnership  represented  by  another  partner  at 
another  point — say.  New  York.  In  this  case,  it  has  the  double 
aspect  of  both  a  shipment  and  a  consignment.  For  illustration, 
let  us  assume  that  John  Barrows,  at  Para,  Brazil;  Plenry  Wilson, 
of  N.  Y.  City;  and  Roger  Martin,  of  Chicago,  agree  to  gather  a 
quantity  of  rubber  in  Brazil  and  to  ship  it  to  this  country  for 
sale  on  their  joint  account  and  risk.  Barrows  on  June  1  buys 
rubber  in  Brazil  at  a  cost  to  him  of  SIOOO  and  pays  also  various 
costs  amounting  to  $150  before  the  rubber  is  finally  loaded  on  a 
steamer  and  started  to  Wilson,  at  New  York.  Wilson  on  June  20 
pays  ocean  freight,  duties,  etc.,  amounting  to  $75  and  ships  the 
rubber  to  Columbus,  Ohio,  in  fulfillment  of  a  contract  of  sale 
negotiated  by  Martin.  Martin's  expenses  and  commissions  on 
this  account  amount  to  $95.  The  rubber  is  sold  on  July  2nd  at 
a  gross  sale  price  of  $1800.  Assuming  that  the  agreement  is  to 
share  losses  or  gains  equally,  what  accounts  are  needed  and,  dis- 
regarding interest,  how  shall  settlement  be  made? 

Methods  of  Accounting.  Two  methods  of  accounting  are 
available.  One  method  is  by  opening  an  independent  set  of 
books  for  the  temporary  partnership  in  all  respects  as  if  it  were 
a  permanent  partnership  with  a  Joint  Venture,  or  Trading, 
account  which  is  charged  for  all  costs  of  goods  or  services  of 
every  kind  and  which  is  credited  with  all  proceeds.  The  goods 
being  sold,  the  difference  between  the  two  sides  of  this  account 
must  show  the  net  loss  or  gain  and  the  account  is  closed,  accord- 
ing to  the  agreement  for  sharing  losses  or  gains,  either  through 
a  Loss  and  Gain  account  or  directly  into  the  partners'  accounts. 
The  several  parties  then  withdraw  the  amounts  standing  to  their 
credit  and  thus  the  books  are  closed  and  the  business  ended. 
If  the  money  or  goods  so  contributed  by  any  member  of  the 
temporary  partnership  is  drawn  from  his  regular  business,  some 
record  of  the  withdrawal  must  be  made  on  the  books  of  that 
business.     This  can  be  done  by  entry  of 

Barrpws-Wilson-Martin   Joint   Venture      

Cash  (or  Mdse,  or  services)  
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The  B-W-M  Joint  Venture  account  will  then  correspond  with 
that  partner's  investment  account  on  the  books  of  the  temporary 
partnership.  As  retm-ns  are  received  from  the  temporary  partner- 
ship, this  B-W-M  Joint  Venture  account  will  be  credited  and, 
upon  final  report,  would  show  the  net  loss  or  gain  resulting  from 
the  undertaking. 

23.  Consolidated  Joint  Venture  Statement.  But  the  keeping 
of  an  extra  set  of  partnership  books  is  usually  considered  too 
elaborate  for  the  needs  of  so  temporary  an  arrangement  as  that 
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Fig.  12.     Joint  Venture  Account — Barrows'  Books 
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Rg.  13.     Joint  Venture  Account — Wilson's  Books 
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Fig.  14.     Joint  Venture  Account — Martin's  Books 


of  a  joint  venture  and  a  simpler  method  is  employed,  as  follows: 
Each  partner,  on   his   own   books,  opens  only  the  B-W-M  Joint 
Venture  account,  charging  it  for  money,  goods,  or  services  ven- 
tured,   and    crediting    it    for    returns,    as    above    described;    the 
report   is   made   accordingly   to   the   partner   who,    as   consignee, 
holds  the  goods  for  sale  and  who  is  to  render  the  final  Account 
Sales.     When,  the  goods  are  sold,  a  consolidated  Joint  Venture 
;  i  account,  or  statement,  is  made  up  by  the  consignee  and  the  net 
I     loss  or  gain  on  the  venture,  as  a  whole,  determined  and  reported 
I     to  the  other  partners.     If  the  venture  yields  a  gain,  each  jxartner 
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will    iu)\v   (lc>l)it    his  joint   venture   account   and   credit   a   "Joint 
\'entures.  Loss  and  Gain"  account  for  his  share.     The  balances 
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Fig.  15.     Consolidated  Joint  Venture  Account 


of  the  several  Joint  Venture  accounts  will  then  show  the  sum 
due  to  or  from  the  partner.  The  debit  balances  shown  in  the 
joint    venture    accounts    of    the    different    partners    will    always 
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Fig.  16.     Joint  Venture  Account — Barrows' 
Books,  Showing  Profits  Apportioned 


Fig.   17.     Joint  Venture  Account — Wilson's 
Books,  Showing  Profits  Apportioned 


exactly  offset  the  credit  balances;  and  when  these  are  adjusted  by 
remittance  from  the  consignee  whose  joint  venture  account 
normally  shows  a  credit  balance  the  business  is  at  an  end.  By 
this  latter  method,  the  data  recited  above  would  show  on  Barrows' 

books  as  in  Fig.  12;  on  Wilson's 

books  as  in  Fig.  13;  and  on 
Martin's  books  as  in  Fig.  14. 
The  consolidated  Joint  Venture 
account,  or  trading  statement, 
will  then  show  as  in  Fig.  15. 
The  difference  between  the 
two  sides  of  this  statement  shows 
a  net  gain  of  $480;  or,  in  other  words,  that,  by  reason  of  change  of 
place,  the  goods  were  increased  in  value  by  this  amount.     It  is. 
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Fig.  18.     Joint  Venture  Account — Martin's 
Books,  Showing  Profits  Apportioned 
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therefore,  proper  that  each  partner  should  debit  his  joint  venture 
account  and  credit  his  "Joint  Ventures,  Loss  and  Gain"  account 
for  his  share  of  this  increased  value.    Assuming  that  the  partners 
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Fig.  19.     Journal  Entry  Closing  Joint  Venture  Account — Martin's  Books 

share  equally  in  this  increase,  the  several  accounts  will  then  show 
on  Barrows'  books  as  in  Fig.  16;  on  Wilson's  books  as  in  Fig.  17; 
and  on  Martin's  books  as  in  Fig.  18. 
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Fig.  20.     Journal  Entry,  Closing  Joint  Venture  Account — Barrows'  Books 

24.  Closing  Entries.  The  balance  of  Martin's  account  shows 
an  excess  credit  of  $1545,  while  those  of  Barrows  and  Wilson  show 
debit   balances   which,    together,    equal    this    same   amount.     The 
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Fig.  21.     Journal  Entry,  Closing  Joint  Venture  Account — Wilson's  Books 

affairs  of  the  temporary  partnership  may,  therefore,  be  closed  by 
remittance  of  this  excess  from  Martin  to  the  other  partners  as  their 
interests  appear.  On  Martin's  books  the  Venture  account  is  closed 
as  in  Fig.  19;  on  Barrows'  books  the  account  is  shown  in  Fig.  20; 


259 


26  SHIPMENTS  AND  CONSIGNMENTS 

while  i>n  Wilson's  books  the  account  is  shown  by  Fig.  21.  This 
latter  method  is  clearly  much  the  shorter  and  for  the  occasional 
joint  venture,  at  any  rate,  is  to  be  preferred. 

COMMISSION  MERCHANT  PRACTICE 

25.  Theory  and  Practice.  The  subject  of  Shipments  and 
Consignments  cannot  well  be  left  without  a  word  concerning  the 
practice  or  methods  of  consignees  in  relation  to  the  goods  so 
entrusted  to  them  for  sale  and  remittance. 

Accounting  methods  may  faithfully  present  the  theory  accord- 
ing to  which  a  business  is  supposed  to  proceed,  but  theory  and 
practice  are  not  aWays  in  accord.  Especially  has  this  been  true 
in  the  marketing  by  consignment,  of  the  more  highly  perishable 
garden  products,  where  the  commission  merchant  was  also  a 
regular  merchant  offering  goods  of  his  own  in  competition  with 
those  of  his  consignor.  Theoretically,  the  consignee  has  been 
receiving  the  goods  of  his  consignor  and  making  sales  to  others  as 
best  he  could  in  the  interest  of  his  consignor.  Practically,  the  con- 
signee of  such  commodities  has  been  taking  the  goods  on  account,  that 
is,  has  been  selling  them  to  himself  and,  naturally,  at  prices  more 
favorable  to  his  ow^n  interest  than  to  that  of  his  consignor.  More- 
over, he  has  been  charging  not  only  the  customary  commission 
but,  frequently,  also  a  del  credere  commission  on  such  sales. 
Shippers,  conscious  of  being  defrauded  but  w'ithout  proof  of  fraud 
and  lacking  means  for  enforcing  honesty  on  the  part  of  consignees, 
have  gradually  ceased  to  make  consignments  of  such  commodities 
and  have  come  to  make  straight  sales  instead.  Thus  the  business 
of  marketing  b}'  consignment — while  it  has  positively  increased 
and  is  destined  yet  more,  with  development  of  foreign  trade,  to 
increase — has  relatively  declined. 

Extent  of  Commission  Business.  At  the  present  time,  "live- 
stock is  almost  universally  marketed  by  consignment  to  commis- 
sion men  located  in  the  large  live-stock  markets,  and  this  method 
appears  to  be  satisfactory  to  all  concerned."  Also,  "The  great 
bulk  of  the  grain  marketed  from  the  Northwest  is  sold  in  Minne- 
apolis or  Duluth  on  a  commission  basis."  That  the  commission 
sales  method  of  marketing  grain  and  live-stock  is  still  the  most 
approved  method  is  alone  sufficient  justification  for  this  article. 
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The  need  for  a  knowledge  of  the  subject  in  foreign  trade  relations 
makes  it  a  matter  of  prime  importance. 

Why  has  the  commission  business  kept  up  in  the  marketing 
of  grain  and  live-stock  while  falling  off  in  other  lines?  The 
answer  is  to  be  found  in  the  fact  that  live-stock  and  grain  com- 
mission men  cannot  well  have  the  conflicting  interests  so  common 
in  the  case  of  dealers  in  garden  truck  and  other  perishable  com- 
modities. The  live-stock  commission  man  cannot  well  keep  live- 
stock of  his  own  in  the  stock  yards  for  sale  in  competition  with 
those  of  his  consignor  and  shippers  of  such  goods  have  ready  means 
of  knowing  just  about  what  to  expect  on  sale.  The  produce  com- 
mission merchant  is  subject  to  no  such  monitor  but  is  free  to  go 
his  way,  "actuated  by  two  conflicting  motives:  first,  to  take  them 
(i.  e.  the  consigned  goods)  at  as  low  a  price  as  possible  so  that  he 
can  make  a  good  profit;  and  second,  to  make  as  high  a  return  as 
possible  to  the  shipper  and  thus  induce  him  to  continue  his  con- 
signments." The  commission  men  have  it  in  their  power  "to 
handle  the  goods  in  whichever  way  they  please.  On  a  gradually 
rising  market,  the  commission  man  is  more  apt  to  buy  the  goods 
outright  so  as  to  get  the  profit  from  merchandising  the  goods  him- 
self. On  a  falling  market,  however,  the  commission  man  is  more 
apt  to  handle  on  a  strict  commission  basis,  not  caring  to  risk  the 
loss  involved  in  handling  the  goods." 

26.  Dishonest  Practices.  One  whose  experience  and  stand- 
ing entitle  him  to  speak  with  some  degree  of  authority  in  such 

matters  says,  "a  practice  not  infrequently  resorted  to is  to 

report  goods  sold,  when  Account  Sales  are  rendered,  at  a  price  consid- 
erably below  the  actual  price  received;  for  instance  a  consignment  of 
potatoes  sold  at  a  market  price  of  90c  per  bushel  is  reported  as 
sold  at  75c  per  bushel,"  thus  giving  the  commission  merchant  a 
clear  gain  of  15c  per  bushel  besides  his  charge  of  the  regular  com- 
mission on  the  75c  price    per    bushel   reported    to  the  consignor. 

Taking  "On  Account."  Another  scheme  is  to  "take  the  con- 
signment on  account"  at  a  high  valuation  and  then  charge  a  com- 
mission sufficient  to  make  the  net  price  considerably  below  the 
market  price. 

"No  man  can  serve  two  masters"  and,  as  the  natural  conse- 
quence of  such  crooked  methods,  the  produce  commission  merchants 
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lia\c  larj^oly  I'orcod  themselves  out  of  business  as  commission  raer- 
clmnts  and  have  become  onHiuiry  merchants,  buying  and  seUing 
at  tlieir  own  risk.  That  it  is  not  a  consequence  of  competition, 
as  generally  claimed,  is  shown  by  the  fact  that  even  "in  those 
trades  where  the  change  is  most  pronounced,  old  established 
houses  may  be  found  who  still  specialize  on  the  commission  method 
of  sale.  Their  reputation  obtained  through  long  years  of  honest 
service  to  satisfied  and  regular  shippers  enables  them  to  continue 
to  receive  consignments."  That  "honesty  is  the  best  policy,"  even 
in  the  produce  commission  business,  is  indicated  by  the  finding  of 
another  investigator  that  "one  of  the  largest  and  strongest  produce 
firms  in  Chicago  relies  exclusively  on  consignment  business,  basing 
its  appeal  upon  the  fact  that  they  have  'no  purchased  goods  to  com- 
pete with  youp  consignments — no  bought  goods  of  our  own  to 
claim  first  attention.'"* 

Auction  Market.  In  some  trade  centers,  merchants  associations 
forbid  the  taking  of  consignments  on  account,  thus  putting  the  prac- 
tice in  disrepute,  with  the  result  that  those  commission  men  who 
are  anxious  to  avoid  suspicion,  market  consigned  goods  through  a 
Produce  Exchange,  or  auction  house,  where,  if  they  wish  to  buy  their 
consignor's  goods,  they  must  buy  them  as  anyone  else  would  do  in 
an  open  market.  And  this  method  of  marketing  is  said  to  be 
cheaper  than  to  market  by  private  sale,  so  that  the  results  are 
favorable  both  to  the  consignor  and  to  the  honest  consignee.! 

♦Nourse;  "The  Chicago  Produce  Market,"  p.  62. 
tWeld;  "Marketing  Farm  Products,"  p.  90. 
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VOUCHER  SYSTEM  OF  ACCOUNTINQ 

1.  Voucher.     A  document  which  vouches  the  truth  of  accounts. 

Receipt.     An  acknowledgment  of  money  paid. 

The  voucher  system  is  sometimes  referred  to  as  a  modern  system 
of  accounting,  but  a  study  of  the  above  standard  definitions  indicates 
that  it  is  modern  only  in  respect  to  forms  of  records  and  routine. 

In  the  nomenclature  of  accounting  the  term  voucher  is  quite 
commonly  used  in  the  same  sense  as  the  term  receipt.  The  only 
distinction  appears  to  be  that  a  voucher  is  usually  understood  to  be 
an  acknowledgment  of  the  payment  of  a  particular  item  on  account, 
while  a  receipt  may  be  an  acknowledgment  of  the  payment  of  money 
without  reference  to  the  item  or  items  covered. 

Since  the  transaction  of  business  began  receipts  or  vouchers  in 
some  form  have  undoubtedly  been  used.  Some  form  of  acknowl- 
edgment of  money  paid  has  always  occupied  a  place  in  business. 
But  at  first,  receipts  were  not  required — they  were  incidental;  given 
as  a  matter  of  courtesy;    a  "thank  you"  in  written  form. 

When  the  first  man,  after  paying  his  grocery  bill,  was  forced 
to  pay  it  a  second  time  because  the  merchant  had  failed  to  mark  his 
account  "paid,"  he  demanded  a  receipt.  He  learned  then  and  there 
that  accounts,  and  those  who  keep  them,  are  not  infallible.  He 
told  his  neighbors,  and  the  custom  of  demanding  receipts  for  money 
paid,  came  into  being. 

The  receipt  was  demanded  as  a  matter  of  self-protection,  to 
prevent  the  possibility  of  payment  of  an  amount  being  successfully 
demanded  a  second  time.  But  the  receipt  was  not  an  integral  part 
of  the  accounting  records  of  a  business;  it  might  or  might  not  be 
demanded  without  affecting  the  records.  So  long  as  business  was 
conducted  by  single  proprietors  or  small  partnerships,  this  was  satis- 
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factor}',  since  the  receipt  was  not  required  a,s  a  record  between 
partners. 

Willi  the  advent  of  joint-stock  companies  and  coq)orations, 
came  ownership  by  a  large  number  of  investors.  Having  their 
capital  invested,  these  owners  had  a  right  to  know  what  was  being 
done  with  their  property,  and  there  came  a  demand  for  a  more  strict 
accounting  of  money  and  property  entrusted  to  the  care  of  the  mana- 
gers of  the  business. 

As  business  expanded  and  corporations  grew  in  size  and  power, 
with  wider  spheres  of  activity,  it  became  necessary'  to  divide  the 
operations  of  business  concerns  into  departments,  with  corresponding 
divisions  of  authority.  This  meant  the  creation  of  a  central  authority 
to  whom  an  accounting  must  be  made  by  the  departments  or  branches. 

Audits  were  introduced.  Not  only  did  stockholders  want  to 
know  that  the  business  was  honestly  conducted,  but  the  managers 
demanded  proof  that  property  entrusted  to  subordinates  was  ac- 
counted for  and  that  the  accounts  were  accurate — that  is,  truth- 
ful. Not  satisfied  with  the  evidence  offered  by  entries  in  account 
books,  auditors  asked  for  further  proof  of  the  payments  recorded; 
they  demanded  receipts,  vouchers. 

The  voucher  as  used  in  modern  accounting  practice  is  then  some- 
thing more  than  a  receipt  for  the  payment  of  money;  it  is  a  proof 
that  property  has  been  administered  as  claimed  by  the  accounting 
records.     "A  document  which  vouches  the  truth  of  accounts." 

2.  Use  of  Vouchers.  The  most  general  use  of  the  voucher  still 
is  as  an  acknowledgment  of  the  payment  of  money.  In  fact,  when 
we  speak  of  a  voucher  it  is  usually  understood  to  mean  a  receipt  or 
acknowledgment  of  the  payment  of  money  for  a  specific  purpose. 

A  voucher  states  the  exact  purpose  for  which  the  money  is  paid, 
the  items  either  being  listed  or  reference  made  to  a  specific  invoice 
or  account.  Then  when  receipted  it  becomes  a  voucher  in  fact  and 
takes  its  place  as  an  integral  part  of  the  accounting  records.  The 
voucher  may  be  said  to  form  a  connecting  link,  furnishing  proof  that 
the  money  was  expended  as  shown  in  the  records  and  that  it  was 
received  by  the  payee.  In  this  respect  it  acts  as  a  check  against  a 
misappropriation  of  funds. 

As  the  system  of  vouchers  for  payment  of  money  came  into 
more  general  use,  many  accountants  argued  that  it  should  be  carried 
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still  further.  Sales  records  were  vouchered  by  original  orders, 
shipping  receipts,  and  invoice  copies,  and  purchases  by  the  regular 
vouchers,  but  there  was  no  voucher  for  transactions  involving  trans- 
fers of  values  from  one  account  to  another.  In  making  journal 
entries  involving  such  transfers,  many  opportunities  for  fraud  were 
opened.  Just  such  entries  have  been  frequently  used  to  cover  up 
fraudulent  transactions. 

The  logical  step  to  make  the  voucher  system  complete  in  every 
detail  was  the  introduction  of  the  journal  voucher.  If  a  voucher  is 
provided  for  each  journal  entry,  the  bookkeeper  can  produce  author- 
ity for  every  transaction  recorded  in  his  books. 

The  journal  voucher  is  a  voucher  of  authority,  that  is,  it  author- 
izes the  entry  involved  and  must  be  signed  by  an  officer  having  power 
to  make  such  authorization.  To  the  bookkeeper,  it  is  in  many  cases 
a  protection,  for  if  a  question  arises  as  to  the  legality  of  a  transaction, 
he  can  produce  his  authority  for  the  entry,  which  will  place  the  re- 
sponsibility where  it  belongs. 

We  have  come  in  contact  with  cases  in  which  the  bookkeeper, 
following  the  explicit  instructions  of  an  officer  of  a  company,  has 
made  entries  clearly  intended  to  defraud  either  creditors  or  stock- 
holders, only  to  be  later  made  the  "scapegoat"  and  held  jointly  re- 
sponsible with  his  superior  officer. 

Not  all  such  entries  show  their  clear  intent,  though  their  real 
purpose  be  fraudulent.  Some  of  them  are  so  ingenuous  and  supported 
by  such  plausible  explanations,  that  the  bookkeeper  has  no  sus- 
picion of  their  real  nature.  A  case  in  point:  a  corporation  was 
organized  in  a  small  town  to  engage  in  a  manufacturing  enterprise. 
Like  many  another  corporation  of  similar  character,  the  benefits 
which  would  accrue  to  the  town,  were  dwelt  upon  at  length  by 
the  promoters,  and  citizens  were  induced  to  invest  their  savings  in 
small  blocks  of  stock.  Also,  like  many  another  enterprise  en- 
tered into  and  managed  by  men  with  no  technical  training 
this  little  factory  struggled  along  for  a  few  years,  always  operated  at 
a  loss.  But  a  change  came;  an  experienced  manager  was  secured 
and  the  business  began  to  exhibit  symptoms  of  a  healthy  growth. 
The  second  year  showed  a  profit;  almost  enough  to  wipe  out  the  def- 
icit. The  third  year  the  business  outgrew  the  capacity  of  the  plant, 
and  $20,000 .00  was  invested  in  new  machinery.     Not  an  old  machine 
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was  discarded.  The  manager  instructed  the  bookkeeper  to  charge 
$15,000.tX)  of  the  amount  to  repairs,  explaining  that  it  would  offset 
the  amount  which  should  have  been  charged  off  as  depreciation  in 
former  years.  Perhaps, — but  it  made  the  books  shov  a  small  loss 
instead  of  a  substantial  profit  for  the  year.  And  it  is  significant  that 
several  holders  of  stock,  worth  face  value,  and  more,  sold  their 
holdings  to  the  manager  at  an  average  price  of  .65.  If  no  profit 
could  be  made  on  such  a  volume  of  business  as  had  been  transacted 
that  year,  what  hope  for  the  future? 
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CHECK  NO 

THE  AMEUICAM  TRADING  CO.  Dr. 

To 

For 

REC 

PLACE     AND    D^ 

allars 

19 

V 

If  I 

i\\  setttement  of  the  above  Items. 

Fig.  1.    Voucher  to  be  Receipted  and  Returned 

To  what  extent  a  bookkeeper  is  justified  in  presuming  to  con- 
serve the  morals  of  his  employer,  is  not  a  subject  for  present  dis- 
cussion. Just  where  the  line  should  be  drawn  between  moral  and 
legal  responsibility,  is  sometimes  difficult  to  determine.  But  that 
bookkeeper  innocently  assisted  in  robbing  unsuspecting  stockholders. 
Had  he  insisted  on  the  signed  authority  of  the  manager — that  is, 
demanded  a  voucher — the  entiy  might  never  have  been  made; 
he,  at  least,  would  have  been  freed  from  any  possible  charge  of  com- 
plicity. 
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3.  Forms  of  Vouchers.  The  essential  feature  of  a  voucher  is 
that  it  must  show  clearly  the  purpose  for  which  it  is  drawn,  and  pro- 
vide a  proper  form  of  receipt.  There  are  many  forms  of  vouchers 
designed  to  meet  the  requirements  of  different  businesses. 


DISTRIBUTION  OF  ACCOUNTS 

Atnerican  School  of  6orr«spond«oce 

CHICAGO 

Atdbankip 

Ufttn*te  •■  B«<*» 



VOUCHER 

Ej>pea«e:    Boyoia*.  He««.  LifW 

IMerait  104  Dt«toiu> 

But  txchtate 

SMtliMierir  __ _ 

Coaintssion ■-.-. 

Pitrainre  utd  Fiinms . 



No          .     .                                       S. 

Moalhfif                   .  ■ '90., 

Check  No. 



§*LES  ACCOUNTS: 

.™-..™ : 

Aa»ettl»lnj.  "School" 





Applied 

Piper,  Printing,  Electros,  etc. 

■"     ~  '■■ 

•'       Ovil  Eng 
•■       Mecbsol 

Ineeriog ~~, — 

STUDENT            ,S«J«rie8 

EXT.  DEPT.-        p„,^  

a1  Enilneeriiut ... 



-^-^ 

Piper,  Printinc,  Electros,  etc. 
ComaHssion  ind  Premfams  _. 
Mltcellitieout  Eipenw  — ._ 

BOOK  SALES        Siliries 

DEPT.-                   P.per.  Printing.  Electros,  «c. 

CommiMion  and  PreRilums... 

Miscellaneous  Expense  — .... 

INSTRUCTION      Salaries 

Textile^ 







• 

.      .....—-._      —  



Ten  Books 

IMItcellsneous  Eipcnse 

ACCOUNTING       Salaries.  

DEPT.-                  p,p„   prinHog,  Electros,  etc. 

Anv'i  Peei  ajid  Collecilon  Ejp. 

Mlacellaneoui  Expenae 

__._..... 



TultioB  AccouDlt  Rece 
Boot  Accounts  Recelv 

vSble,  Ledger  No 

••      No 

••      No. ,  .  



•■-• 

1 

Pig.  8.    Back  of  Voucher  Showing  Distribution 

The  most  simple  form  of  voucher  is  a  statement  of  items  paid, 
with  a  receipt  to  be  signed  by  the  payee.  A  remittance  in  the  form 
of  cash  or  a  check  accompanies  the  voucher,  the  receipted  voucher 
being  returned  by  the  payee.  A  form  of  voucher  of  this  class  is 
shown  in  Fig.  1. 
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The  items  paid  can  be  listed  on  the  voucher,  or  there  may  be  a 
reference  to  certain  invoices  included  in  the  payment.  Some  ac- 
countants attach  the  original  invoice  to  the  voucher,  but  for  certain 
reasons  we  do  not  advocate  this  practice.     Until  the  receipted  voucher 


_A  D._9p_7C> 

pDrrrierly  AD.  & 

THE.  PENNSYLVANIA    RR.  CO. 

Mem. 


PENNSYLVANIA  RAILROAD  DIVISION 


ENTERED   in  tHe   MONTH     of. 


OolVars  Cts. 


I C£>^T/Fy  rhtae   zhe  amount  of  this  \^oueher  i\s    the    total 
of  an  originat  account,  authoriireci  and  approi^sd  by  the 
prcper  ofricer-  and  filed  in  the  office  of  the  /Auditor  of  Ot^- 
bu'-^ements:  that  the  .same  ha.s    been  eJtamined.  found, 
correct,  and  tf>e  voucher    regl.stened. 


APPfTOVEO  for  PAYMENT 


COMPTROUJIR. 

AUDITOR    OF    OlSBURSeMENTS  ■ 

NOTtCE'^^Vr^/- tf/^bAjgmgwf  on  rh^  reverse  of  this  vouchor  viittte^  con^ust^  ei/tidencr'  o^ih&pK$ymfmtoftheabcvOef<:t:i^ 


THE  PENNSYLVANIA  RAILROAD  COMPANY 

PENNSnVANIA    RAILROAD     DIVISION 


aH/iRG£^Bt.E:     TO. 


AODff£SS . 


CNTEIRED  in  the    MONTri   of 


/  CCffTtKY  that  the  aba^e  account   i.3    correct,  chtrt  tf>e  items  therein  .specified  w^re  duty 
authorized  and  contracted    fof'  on    fawon^ble  tGms,  and  n^ere'  rtecessary   for    the    use 
^nd  benefit  of  the    Compx^ny. 
APPROVED    Jbr    VOUCHER 


No. 


r 


PM1LADE.LPM1A ,  R«V,. 


THE  PENNSYLVANIA  RAILROAD  COMPANY 
PJOYTOTME    ORDER    OF $_ 


.OOLUARS 


tn  full     settlement    <if  the   within  <3ccounts. 
THIS  VOUCMER-CMECK    WILL    BE    PAID    BY    THE 

NATIONAL  BANK 
THROUGH   THE     PHILADELPHIA    CLEARING    HOUSE  . 


TMC  PEN/\/SrL\/ANIA    fiAlLROAO  CO. 


FOR    TFtEASURER 


Fig.  3.    Combined  Voucher  and  Check  Used  by  the  Pennsylvania  Railroad  Company 

is  returned  there  is  no  record  of  the  items  covered,  unless  the  invoice 
has  been  copied. 

Some  houses  are  slow  in  returning  receipted  invoices,  resulting  in 
many  annoying  delays.  If  the  invoice  is  kept  on  file  we  at  least  have 
a  record  of  the  transaction,  and  it  may  be  very  necessary  to  refer  to 
the  invoice  for  prices  or  other  information. 
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The  back  of  the  voucher  is  usually  printed  with  a  form  for  a  distri- 
bution of  the  amount  to  the  account  or  accounts  to  which  it  should 
be  charged.  A  typical  form  is  shown  in  Fig.  2.  For  permanent  filing 
a  voucher  of  this  style  is  folded  so  that  the  number  appears  at  the 
top,  followed  by  the  name  of  the  payee,  and  the  distribution  record. 

4.  Voucher  Checks.  A  step  in  advance  of  the  early  form  of 
voucher  with  separate  check  is  the  voucher  check.  This  is  a  form 
which  combines  the  voucher  and  check. 

Of  voucher  checks  there  are  many  forms,  each  designed  to 
meet  some  special  condition,  or  to  conform  with  the  ideas  of  the 
accountant.  While  these  forms  exhibit  many  variations  in  detail 
they  may  be  divided  into  two  general  classes:  folded  voucher 
checks  and  single  voucher  checks. 

The  folded  voucher  check  is  usually  twice  the  width  of  an  ordi- 
nary check,  making  it  regular  check  size  when  folded.  This  is 
intended  to  provide  a  receipt  for  the  payment  of  items  listed,  by  the 
endorsement  of  the  check.     Several  such  forms  are  illustrated. 

Fig.  3  is  a  form  of  combined  voucher  and  check  used  by  the 
Pennsylvania  Railroad  Company,  The  account  is  transcribed  on 
A,  this  being  a  sheet  twice  the  width  of  a  check.  This  form  is 
made  in  duplicate,  B  being  the  carbon  copy  which  is  filed  as  a 
record  of  authority  for  the  issuance  of  the  voucher.  The  check 
itself,  shown  in  C,  is  written  on  the  back  of  the  original  voucher.  A. 
When  folded,  this  form  is  the  size  of  a  regular  check  and  goes  through 
the  bank  in  the  usual  manner.  The  endorsement  of  the  payee  is 
a  receipt  in  full  for  the  items  covered  by  the  voucher. 

This  is  a  representative  form  of  the  folded  voucher  check.  Nat- 
urally the  details  recorded  will  vary  in  different  businesses,  but  the 
general  plan  is  subject  to  slight  changes.  Some  objection  is  raised  by 
banks  to  the  folded  form.  The  claim  is  made  that  considerable  in- 
convenience is  caused  in  handling  in  the  bank,  by  checks  slipping 
between  the  folds. 

Many  of  the  earlier  forms  of  voucher  checks  were  not  checks 
until  certain  conditions  had  been  complied  with.  On  the  face  of  the 
voucher  was  printed  "when  properly  receipted  this  voucher  will  be 

paid  through Bank."       This  required  a  receipt  in  some 

special  place,  instead  of  the  usual  endorsement  of  a  check,  and  it  was 
not  always  easy  to  tell,  at  a  glance,  the  amount  to  be  paid. 
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Very  naturally,  objections  were  raised  by  the  banks  against  the 
use  of  these  complicated  forms,  but  forms  have  been  simplified  in 
ways  that  have  largely  overcome  these  objections. 


CoMMEjaciALltoroKAL  Mamwl 

IN  SETTLEMENT  OF 

CHjr.Ar.o  Tt  I 

Pay  to  the  order  of 

nr.UnrK(iljl                        ) 

UNION  ELEVATOR  CO. 

PRES.                                                                   TREAS. 

TOTAL 

DEDUCTIONS 

NET 

IF  INCORRECT  RETURN.  ENDORSEME.NT 
IS  SUFFICIENT  RECEIPT. 

Fig.  4.    Form  ot  Voucher  Cheek  that  Requires  no  Folding 

An  improvement  is  the  ordinary  check  form  arranged  to  provide 
a  valid  receipt  for  stated  items.  Such  a  form  is  illustrated  in  Fig.  4. 
This  is  an  ordinary  check  form  of  regulation  size,  on  which  is  noted 


'Tms  Cnca^  is  inpayment  of  the    i/-,,,„,,-„  yi/„ 
\roUo^r,g  tteniTlfnot  correct.     VOUCh£RJ\C^ 


\rcturn  without  i3lter<ition. 


NET  AMOUNT 


C^^m  5fiibr^  ^^arkagc  (Eom|ian^ 


Detroit;  Mich.. 


.19- 


PaYto  t«e  Order  of_ 


I  fbur endorsement  is  suf- 
"  -tent   receipt, 

I  COUNTERSIGNED   BY 


TO    TnE. 

Commercial  National  Bank 

Detroit    Midi. 


.Dollars  $_ 


GEM  FIBRE  PACKAGE  CO. 

Bv; 

SEC'Y-TPCAS. 


^Attached  Chech  is  in  payment 

tof  the  foUowing  items. 

4    GEM  FIBRE    FVkCKACE  CO. 

VouCMEfiNo.: 

Ala 

0 

1                        TOTAL 

•            MET  AMOUNT 

*OC2:ac/7  this  for  your 
1                records 

I. 

rig.  5.  Duplicate  X'^oucher  Check  in  Loose  Leaf  Form 

the  item  or  items  paid.  The  checks  are  put  up  in  pads  and  numbered 
as  used.  When  endorsed,  the  check  provides  a  valid  receipt  for  the 
items  covered. 

A  voucher  check  with  some  advantageous  features  is  shown  in 
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Fig.  5.  This  is  made  in 
duplicate.  A  is  the  original 
voucher  check,  while  B  is 
the  duplicate.  When  sent 
out,  the  stub  shown  in  B, 
a  duplicate  of  the  statement 
on  the  original  check,  is  at- 
tached to  the  check.  This 
is  detached  by  the  payee  for 
his  records,  and  enables  him 
to  deposit  the  check  without 
waiting  to  make  the  entry  in 
his  cash  book. 

These  voucher  checks 
are  made  in  sheets  and 
punched  for  filing  in  a  loose- 
leaf  binder.  The  balance  of 
the  form  shown  in  B,  the 
part  remaining  after  the 
check  and  duplicate  state- 
ment have  been  removed, 
is  a  copy  of  the  check,  and 
remains  in  the  binder. 

The  checks  are  num- 
bered consecutively,  but  the 
voucher  number  is  entered 
when  used  and  corresponds 
with  the  number  of  the 
voucher  paid. 

The  office  record  of  the 
items  paid  is  made  on  the 
voucher  form  shown  in  Fig. 
6.  The.se  are  numbered 
consecutively,  in  the  order 
in  which  they  are  approved, 
and  when  paid  are  filed  in 
numerical  sequence. 


VOIJCHPR  No. 

IN  FAVOR  OP 

FOR  THE  FOLLOWJNfl  ITB.MS  : 

1 

Total 

OEiJUCTIONS 

Net  Amount 

nu 

e 

Pfl 

d 

Ch 

crk 

No. 

Char£ 

e  To 

Approv 

i4 

Fig.  6.    Voucher  Uistrlbutiou  Sheet 
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Another  style  of  loose-sheet  voucher  check  is  ilhistrated  in  Fig.  7. 
This  form  is  made  on  the  typewriter,  in  tripHcate,  and  includes  the 
original  check,  a  receipt  and    a   copy  of  the  check.    The  forms  are 


CLEVEXAND- 


y^glOO 


Second  National  Bank. 


Pay  to  tme  oroejr  or_ 


.OoUara  $- 


IN  PAYMeNT  0F_ 


Baum AN  Clothing  Cq. 

PR  E  S. 


la 

.^lOO 

Reccfu^D 

rFiOM 

Baumajn  Clothing 

Co 

Dollar";  A 

IN  PAYMEMT 

or 

OUPLICATE 


o 


o 


PAi^  TO  tme:  order  op" 


IN  PAVMENT  OF_ 


B\Y  TO  TME  ORDER  OF 


IN  FWYMENT  OF_ 


.19 ^<?.lQp_ 


Dollars  $. 


lo ^SJSA- 


Oollars  $. 


TRJPLICA.Te 

Fig.  7.     Triplicate  Form  of  Voucher  Check  that  Provides  a  Receipt  and  a  Copy  of  the 

Check 

made  two  to  a  sheet,  and  when  a  check  is  to  be  written  the  triplicate 

sheet  is  placed  in  the  machine,  three  copies  being  made  at  one  writing. 

The  triplicate  form,  or  copy  of  the  check,  is  the  permanent  record 
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from  which  posting  is  done.  Both  the  check  and  receipt  are  mailed 
and  the  payee  is  expected  to  return  the  receipt.  If  not  returned  within 
a  reasonable  time,  the  payee  is  followed  up  by  letter  and  asked  to  re- 
turn the  receipt,  as  this  becomes  a  part  of  the  permanent  office  records. 
An  excellent  form  of  voucher  with  check  attached  is  show^i  in 
Fig.  8.  The  voucher  is  made  in  duplicate,  the  check  being  attached 
to  the  original.     The  duplicate  is  kept  on  file  for  the  office  record, 


Mh 


CHJCAGO. . 


cxe^  751 
19_^ 


The  tattaicheci  check  is  in  foaymertt  of  the  items  listed  belot/i/:      ^rf 
dor^ement  of  this  check  yvilt  be  considered  &s  <2  receipt  in  full. 

JONES   MFG.  CO. 


ACCOUNT  OX. 


BOOK-KEEPER 


APPROVED  FOR   PAYMENTT 


AUDITOR 


0^751 

CHICAGO 19 

Ft.  Dearbori^  TlATioriAL  Bank. 

Pay  to  the  order  of 


Dollars  $. 


JOMtS  MATIUr.^CTURiriG  CO. 


PRES 


Fig.  8.    Duplicate  Voucher  with  Check  Attached 

while  the  original,  with  check  attached,  is  mailed  to  the  vendor.  He 
detaches  the  check  and  deposits  it,  keeping  the  original  statement  in 
his  files.  In  the  event  of  discrepancies,  the  vendor  is  expected  to 
return  both  voucher  and  check,  endorsement  being  considered  as  a 
receipt  in  full  for  items  included  in  the  statement. 

5.  Journal  Vouchers.  As  previously  explainetl,  a  journal 
voucher  is  a  properly  signed  authorization  of  a  journal  entry.  Journal 
vouchers  are  not  intended  to  be  used  for  the  ordinaiy  journal  entries  of 
a  business,  as  closing  entries  and  ordinary  adjusting  entries.     They 
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arc  more  particularly  intended  for  special  credit  items  or  allowances, 
and  special  transfer  or  adjusting  entries. 

Fig.  0  illustrates  a  convenient  form  of  journal  voucher.  This 
form  is  intended  to  be  filed  in  a  loose-leaf  binder,  and  when  so  filed, 
becomes  the  journal  itself,  posting  being  made  direct  to  ledger  ac- 
counts. The  usual  method,  however,  is  to  make  the  entry  in  the 
journal  and  file  this  voucher  as  an  evidence  of  authority. 

A  journal  voucher  should  require  the  final  approval  of  some  one 
man  before  it  becomes  valid.  The  head  of  a  business  can  keep  in 
touch  with  all  special  allowances  by  having  the  journal  vouchers 
brought  to  him  for  his  signature. 


0 

o 
o 

JOURNAL   VOUCHER                         >vfe.  JSQ 

tJCBIT 

'            1 

'            1 
1            i 

1 

CREDIT 

i 

1 

FOR 

OJ^.                                                                                                  ^f^f^HOi/^D 

DEPT.  MGR. 
^/\JT.  rni  in 

GEN.  MGR. 

iR>^ 

..1 

Fig.  9.    Journal  Voucher  for  Adjusting  Entries 

One  reason  for  the  use  of  journal  vouchers  in  large  establish- 
ments having  several  departments  is  that  special  credits  and  allow- 
ances are  constantly  coming  up,  with  which  only  one  department 
manager  is  familiar.  His  O.  K.  is  obtained,  and  the  voucher  must  be 
approved  by  the  manager,  which  makes  these  men  responsible  for 
the  transaction. 

6.  The  Voucher  Register.  Though  the  form  of  voucher  is  of 
considerable  importance,  and  should  be  designed  to  meet  the  re- 
quirements of  the  business,  the  keystone  of  the  voucher  system  of 
accounting  is  the  voucher  register.     Wherever  used,  the  voucher 
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register  possesses  certain  uniform  characteristics,  but  in  each  business 
the  form  takes  on  special  features;  in  fact,  the  voucher  register  is  dis- 
tinctively a  special  form. 

The  voucher  register  is  really  a  form  of  purchase  book,  with 
other  features  added,  and  takes  the  place  of  these  records.  In  addi- 
tion to  the  usual  features  of  the  purchase  book  or  invoice  register, 
the  voucher  register  furnishes  a  complete  record  of  payment  of  bills, 
and  shows  at  all  times  the  net  amount  of  Accounts  Payable.  An- 
other most  important  feature  is  that  it  exhibits  all  expenditures,  for 
whatever  purpose.  A  voucher  is  provided  and  properly  registered  for 
every  check  issued,  insuring  a  receipt  in  proper  form  for  every  dollar 
paid  out. 

When  properly  handled,  the  voucher  system  does  away  with  the 
purchase  ledger,  no  ledger  accounts  with  creditors  being  necessary. 
The  register  in  connection  with  a  file  of  unpaid  vouchers,  furnished  a 
complete  record  of  each  individual  creditor's  account.  At  the  same 
time,  a  controlling  account  is  provided,  which  exhibits  the  total  of 
outstanding  accounts,  and  balances  with  the  voucher  register. 

To  furnish  representative  illustrations,  we  show  several  forms  of 
voucher  registers,  which  exhibit  the  special  features  usually  found  in 
such  records.  These  may  be  used  as  guides  in  designing  registers  for 
any  business. 

Figs.  10  and  11  show  forms  identical  in  general  arrangement, 
except  that  one  is  designed  for  a  mercantile  business,  while  the  other 
is  intended  for  a  manufacturing  establishment.  The  columns  be- 
ginning at  the  extreme  left  are  as  follows:  Date  Entered,  Voucher 
Number,  Name  of  Payee  and  nature  of  account.  Date  oj  Invoice, 
Vouchers  Payable  (the  total),  and  Date  Due.  The  columns  follow- 
ing are  for  distribution  of  the  total  to  the  different  accounts.  Columns 
are  provided  for  those  accounts  in  each  group  to  which  most  frequent 
charges  are  made.  The  amounts  of  the  vouchers  are  extended  in 
these  columns  and  footings  carried  forward  to  the  end  of  the  month. 

In  every  business  there  are  certain  expense  accounts  to  which 
charges  are  infrequent,  not  more  than  one  charge  a  month,  and  in 
some  cases  one  or  two  in  a  year.  Examples  of  these  accounts  are 
insurance,  taxes,  rent,  etc.  To  add  columns  to  an  already  large 
voucher  register  for  the  accommodation  of  these  few  items  is  imprac- 
tical, hence  the  Sundries  column  is  provided  for  charges  to  accounts 
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for  which  special  cohimns  are  not  provided.  Space  is  allowed  for 
entering  the  names  of  the  accounts,  and  each  item  is  posted  direct 
to  the  ledger  account. 

The  form  of  voucher  register  illustrated  in  Fig.  12  is  designed  for 
use  where  a  complete  voucher  system,  including  the  use  of  journal 
vouchers,  is  maintained.  The  special  feature  of  this  form  is  the 
addition  of  several  columns  for  credit  accounts.  Space  is  provided 
for  entering  the  names  of  the  accounts  to  be  credited,  the  amounts 
being  carried  to  the  proper  ledger  columns.  This  makes  it  possible 
to  enter  any  journal  voucher,  and  since  full  particulars  are  shown 
in  the  voucher  itself,  no  explanations  are  required  in  the  register. 

At  the  right  of  these  forms  are  columns  for  recording  particulars 
of  settlement.  A  column  headed  Unpaid  Vouchers  will  also  be  noted. 
On  the  last  day  of  the  month,  when  all  items  have  been  entered,  the 
amounts  of  all  unpaid  vouchers  are  extended  in  this  column,  and  the 
total  is  carried  forward  to  the  next  month's  sheet,  where  it  is  entered 
in  the  vouchers  payable  column.  When  these  vouchers  are  paid, 
particulars  of  payment  are  entered  on  the  sheets  containing  the 
original  record;  as  would  have  been  done  if  they  were  paid  in  the 
month  in  which  they  were  entered. 

The  footings  of  all  columns  are  carried  forw-ard  to  the  end  of  the 
month,  when  the  totals  of  all  distribution  columns,  excepting  sun- 
dries, are  posted  to  the  debit  of  the  corresponding  ledger  accounts. 
The  footing  of  the  vouchers  payable  column,  less  unpaid  amount 
brought  forward,  must  agree  with  the  total  footings  of  all  distribu- 
tion columns,  since  it  represents  the  total  of  all  vouchers  registered. 
The  net  amount,  that  is,  the  footing  of  the  vouchers  payable  column, 
less  the  amount  of  unpaid  vouchers  brought  forward,  is  posted  to  the 
credit  of  a  vouchers  payable  account. 

On  the  credit  side  of  the  cash  book,  two  columns  headed  Vouchers 
Payable  are  provided  for  the  entry  of  payments.  One  column  is 
headed  Discount  and  the  other  Amount  oj  Chech,  the  discount  column 
being  a  memorandum  only.  At  the  end  of  the  month  the  total  of 
these  columns  is  posted  to  the  debit  of  the  vouchers  payable  account, 
the  controlling  account  of  the  voucher  register.  When  the  footing 
of  unpaid  vouchers  is  brought  forward  at  the  end  of  the  month,  it 
should  agree  with  the  balance  of  the  vouchers  payable  account. 

Afwther  method  of  handling  unpaid  vouchers  is  to  provide  both 
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debit  and  credit  columns  on  the  voucher  register,  headed  Suspense 
Accounts,  as  shown  in  Fig.  13.  All  unpaid  vouchers  are  carried  to 
the  credit  column  at  the  end  of  the  month,  and  when  paid  the  entry 
is  made  in  the  debit  column.  Footings  of  the  suspense  columns  are 
carried  forward  in  pencil,  for,  when  all  amounts  on  one  sheet  have 
been  paid,  those  items  need  not  be  considered  in  obtaining  the  balance. 
One  advantage  claimed  for  this  method  is  that  it  keeps  the  vouchers 
payable  column  free  of  all  but  current  items. 

Another  feature  of  this  form.  Fig.  13,  is  the  absence  of  a  check 
number  in  the  payment  column.  In  this  case,  a  voucher  check  is 
used,  which  necessitates  but  one  series  of  numbers.  When  bills 
are  audited,  the  voucher  checks  are  made  out  and  numbered,  but  the 
dates  are  omitted  until  payment  is  made,  when  they  are  entered  with 
other  particulars  under  the  head  of  Payments. 

An  objection  is  sometimes  made  that  with  the  voucher  system, 
allowing  but  one  line  to  an  invoice,  no  provision  is  made  for  partial 
payments.  This  can  be  easily  overcome  with  this  form  of  register. 
Any  unpaid  balance  of  a  current  item  will  be  carried  to  the  suspense 
column.  If  further  partial  payments  are  likely  to  be  made,  the 
amount  should  be  entered  in  the  credit  column  and  the  name  of  the 
payee  in  the  remarks  column.  Several  lines  should  then  be  allowed 
for  the  account,  permitting  the  entry  of  as  many  separate  payments. 

When  all  bills  are  paid  as  soon  as  audited,  taking  advantage  of 
cash  discounts,  there  is  no  necessity  for  columns  intended  to  care  for 
suspense  items.  All  vouchers  will  be  paid  not  later  than  during 
the  month  next  following  the  date  of  entry,  and  there  will  be  no  un- 
paid vouchers  not  found  on  the  current  or  next  preceding  month's 
record. 

7.  Operation  of  Voucher  System.  While  accountants  have 
introduced  many  details  into  the  operation  of  the  voucher  system,  all 
intended  to  make  the  application  of  the  system  more  nearly  perfect 
in  some  particular  business,  the  general  routine  of  conducting  the 
system  is  summed  up  in  the  following: 

1.  Auditing  of  invoices. 

2.  Executing  and  registering  vouchers. 

3.  Filing  audited  vouchers. 

4.  Paying  vouchers. 

5.  Filing  paid  vouchers. 

6.  Indexing  paid  vouchees. 
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8.  Auditing  of  Invoices.  When  invoices  are  received  they 
should  immediately  go  to  the  purchasing  agent.  If  there  is  no 
regularly  appointed  purchasing  agent,  or  in  a  business  like  a  depart- 
ment store  where  there  are  several  buyers,  the  invoices  should  be 
kept  by  the  auditor,  comptroller,  or  chief  accountant  until  the 
goods  are  received,  when  he  will  obtain  the  O.  K.  of  the  person  who 
ordered  the  goods  or  incurred  the  obligation. 

Pending  the  receipt  of  the  goods,  the  invoices  should  be  filed 
alphabetically,  under  the  name  of  the  vendor.  The  file  may  be  one 
of  the  flat  files  which  can  be  kept  on  the  desk  or  if  the  number  of 
invoices  be  large,  a  section  of  a  vertical  file  drawer  can  be  used. 

When  the  goods  have  been  received,  which  will  be  attested  by  a 
report  in  some  form  by  the  receiving  clerk,  the  invoice  is  O.  K.'d  for 
quantities  and  prices  by  the  buyer,  and  extensions  are  checked  by  the 
auditor  or  chief  accountant. 

9.  Executing  and  Registering  Vouchers.  As  soon  as  the  in- 
voices are  audited,  vouchers  are  executed  and  entered  in  the  invoice 
register.  Extensions  are  made  to  the  proper  columns,  placing 
the  accounts  on  the  books,  just  as  would  be  done  if  invoices  were 
credited  to  accounts  of  the  vendors  in  the  general  or  purchase  ledgers. 

Vouchers  should  never  be  made  for  invoices  in  dispute,  as  to 
prices  or  on  account  of  claims  for  shortage,  damaged  goods  or  other 
cause.  Until  such  claims  are  adjusted,  the  invoices  should  be  kept  in 
a  file  reserved  for  items  in  suspense.  WTien  the  books  are  closed,  such 
items  must  be  included  under  liabilities  in  the  balance  sheet.  To 
avoid  actually  entering  them  on  the  books,  they  may  be  entered  in  the 
balance  sheet  under  some  such  caption  as  "Siispense  Accounts." 

10.  Filing  Audited  Vouchers.  The  vouchers  are  now  ready 
for  filing  until  date  of  payment.  This  does  not  apply  if  invoices  are 
always  paid  as  soon  as  audited,  but  in  the  majority  of  business  houses 
at  least  a  part  of  the  vouchers  will  not  be  paid  until  the  last  due  date; 
or  if  discounts  are  taken,  they  will  be  paid  on  the  last  discount  date. 

Some  provision  must  be  made  for  bringing  these  vouchers  to 
notice  on  the  date  at  which  they  should  be  paid .  For  this  purpose,  a 
"tickler"  or  date  file  is  used.  This  consists  of  a  file  with  an  index  of  31 
numbered  index  sheets,  intended  to  represent  the  days  of  the  month, 
and  sometimes  a  set  of  twelve  index  sheets  printed  with  the  names  of 
the  months. 
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The  audited  vouchers  are  filed  under  the  date  when  payment 
is  to  be  made,  either  the  discount  date  or  the  last  due  date,  by 
placing  them  back  of  the  index  sheet  bearing  the  corresponding 
number.  To  illustrate;  if  an  invoice  is  dated  the  2nd  of  the  month, 
and  terms  are  2/10,  the  last  discount  day  will  be  the  12th,  and  the 
voucher  will  be  filed  back  of  the  No.  12  index  sheet.  If  pay- 
ment is  due  in  a  subsequent  month,  the  voucher  is  filed  back  of  the 
corresponding  monthly  index,  then  on  the  first  of  the  month  these 
vouchers  are  distributed  under  the  proper  dates. 

11.  Paying  Vouchers.  Each  day  the  vouchers  filed  back  of 
that  day's  index  are  removed  from  the  file  for  attention.  If  for  any 
reason  they  are  not  to  be  paid  that  day,  they  should  be  filed  under  the 
next  date  when  it  is  desired  to  bring  them  to  notice.  It  may  be  well 
to  note  at  this  point  that  the  vouchers  and  invoices  are  usually  filed 
together  in  the  date  file. 

The  check  is  now  written  and  entered  in  the  cash  book  or  the 
check  register,  attached  to  the  voucher,  and  mailed.  Or  if  a  voucher 
check  is  used  it  is  only  necessary  to  date  and  enter.  These  payments 
are  posted  from  the  cash  book  to  the  voucher  register.  It  is  not  a 
safe  plan  to  enter  the  voucher  check  direct  in  the  voucher  register,  as 
postings  to  the  cash  book  are  liable  to  be  overlooked.  Payments  in 
one  day  may  be  recorded  on  widely  separated  pages  of  the  voucher 
register,  while  in  the  cash  book  or  check  register  they  would  be  entered 
consecutively,  making  posting  much  less  difficult. 

When  the  voucher  and  check  have  been  mailed  the  invoices  are 
placed  in  a  temporary  file,  indexed  alphabetically,  where  they  are 
kept  until  the  return  of  the  receipted  voucher.  It  will  be  noted  that 
we  do  not  advocate  mailing  the  original  invoice  with  the  voucher. 
This  temporary  file  is  examined  from  time  to  time,  and  if  any  vouchers 
have  been  out  an  unreasonable  length  of  time,  the  vendors  are  asked  to 
sign  and  return  them,  or  sign  duplicates  sent  for  the  purpose. 

When  the  voucher  check  is  used,  the  temporary  file  for  invoices 
is  not  required.  The  checks,  if  cashed,  must  be  returned  through 
the  bank,  and  the  invoices  can  be  filed  permanently. 

12.  Filing  Paid  Vouchers.  On  the  return  of  the  voucher, 
properly  receipted,  the  invoices  which  it  pays  arc  lemoved  from  the 
temporary  file,  when  all  are  ready  for  permanent  filing. 

The  invoices  are  permanently  filed  in  an  alphabetically  indexed 
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file,  under  the  names  of  the  vendors,  keeping  all  invoices  from  each 
firm  together.  At  some  time  before  filing,  preferably  when  the 
voucher  is  executed,  the  voucher  number  should  be  entered  on  the 
invoice,  and  when  several  invoices  are  paid  by  one  check,  they  should 
be  fastened  together  with  a  staple  or  other  suitable  device. 

The  paid  vouchers  should  be  filed  in  numerical  sequence,  with 
indexes  numbered  by  lOO's  and  20 's  to  separate  them  and  to  assist 
in  locating  any  desired  number.  If  we  want  to  find  voucher  No.  964, 
we  turn  to  the  index  900,  constituting  the  main  division,  then  to 
index  60,  back  of  which  the  desired  voucher  will  be  quickly  located. 
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Pig.  14.    Card  Index  of  Vouchers  Paid 

A  file  should  be  procured  of  suitable  size  to  accommodate  the  voucher 
to  be  filed. 

13.  Indexing  Vouchers.  With  the  permanent  filing  of  the  paid 
voucher  the  transaction  is  closed,  with  one  exception.  There  must 
be  another  index  to  the  voucher  file.  Knoviing  the  number,  we  can 
quickly  locate  any  voucher  or  find  its  record  on  the  register,  but  if 
we  want  to  locate  the  voucher  paid  to  Jackson  &  Co. — without  know- 
ing the  number — we  have  no  guide. 

Reference  to  the  original  invoices,  filed  alphabetically,  on  which 
the  numbers  are  noted,  will  locate  the  voucher,  but  there  are  vouchers 
for  which  no  invoices  are  on  file.  To  locate  these  by  name  of  payee, 
an  alphabetical  index  is  necessary,  and  it  is  advisable  to  include  all 
vouchers  even  when  invoices  are  on  file. 
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For  this  purpose,  a  card  index  is  recommended,  and  a  suitable 
form  is  shown  in  Fig.  14.  A  card  is  used  for  each  person  or  firm  to 
whom  vouchers  are  issued,  and  all  vouchers  are  listed  by  date  and 
number.  The  cards  are  filed  alphabetically,  making  it  easy  to  find 
any  name. 

14.  Voucher  File.  The  manner  of  filing  and  indexing  invoices 
and  vouchers,  from  the  receipt  of  the  invoices  to  the  permanent 
filing  of  the  paid  voucher,  has  been  explained.  For  the  file  itself,  the 
vertical  file  is  recommended.  , 


Fig.  15.    File  Showing  Method  of  Indexing  Vouchers 

Fig.  15  illustrates  one  drawer  of  a  vertical  file,  subdivided  with 
the  different  indexes  required,  showing  how  in  a  small  business  a 
single  drawer  can  be  made  to  answer  all  purposes. 

In  a  large  business  several  drawers  would  be  required.  The 
first  drawer  would  be  for  pending  invoices,  where  would  be  filed 
invoices  for  which  shipments  have  not  been  received.  The  second 
drawer  would  contain  audited  vouchers  held  for  payment,  and  sus- 
pense items;  the  latter  including  invoices  held  for  adjustment  of 
claims.  Paid  invoices  and  paid  vouchers  would  each  require  a 
separate  drawer. 

Files  should  be  selected  with  reference  to  the  size  of  the  papers 
to  be  filed.  Manufacturers  of  such  equipment  now  supply  cabinets 
in  sections,  in  a  great  variety  of  sizes,  making  it  possible  to  build  up 
a  filing  cabinet  with  drawers  to  fit  every  paper  of  standard  size. 

DEMONSTRATION 

15.    The  operation  of  the  voucher  system  in  respect  to  the 
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records  in  the  register  is  demonstrated  in  the  illustration,  Fig.  16, 
the  record  showing  how  the  following  transactions  are  handled.  In- 
voices listed  have  been  audited  for  payment. 

—  Jan.  12th  — 
National  Mercantile  Co. 

100  bbls.  flour  $4.25        $425.00 

Dated  Jan.  9th 
Terms  2/10,  N/30 

—  Jan.  12th  — 
Western  Grocer  Co. 

50  cases  soap  2.10  105.00 

Dated  Jan.  8th 
Terms  2/10,  N/30 

—  Jan.  14th  — 
Morton  Salt  Co. 

100  bbls. salt  .85  85.00 

Dated  Jan.  11th 
Terms  1/10,  N/30 

—  Jan.  15th  — 
Paid  voucher  No.  1  to 

National  Mercantile  Co. 

—  Jan.  15th  — 
Paid  voucher  No.  2  to 

Western  Grocer  Co. 

—  Jan.  16th  — 
Watson  &  Snow 

GO  bbls.  vinegar,  3000  gals.  14  420.00 

Dated  Jan.  12th 
Terms  2/10,  N/30 

—  Jan.  17th  — 
Jennings  Coal  Co. 

3  tons  coal  6.50  19.50 

Dated  Jan.  17th 
Terms  N/30 

—  Jan.  18th  — 
Paid  pay  roll 

Wages  of  laborers  124.50 

Office  salaries  37.50 
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—  Jan.  19th  — 
Paid  voucher  No.  3  to 
Morton  Salt  Co. 
The  iUustration,  Fig.  16,  shows  the  complete  record   of   these 
transactions  in  the  voucher  register.     The  total  footings  of  all  dis- 
tribution columns  agree  with  the  total  of  vouchers  payable  column, 
proving  the  extensions  to  be  correct.     The  combined  totals  of  checks 
and  discounts  equal  the  total  payment  column.     Unpaid  vouchers 
are  extended,  and  the  total  of  this  column  added  to  the  total  pajTiients 
equals  the  total  of  vouchers  payable. 
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Fig.  17.    Cash  Disbursement  Book 

Our  voucher  register  being  in  balance,  footings  are  now  posted. 
The  total  of  vouchers  payable  column  is  posted  to  the  credit  of  that 
account  in  the  general  or  private  ledger,  and  the  footings  of  the  dis- 
tribution columns  are  posted  to  the  debit  of  their  respective  ac- 
counts. 

Fig.  17  illustrates  how  the  payments  are  recorded  on  the  dis- 
bursement or  credit  side  of  the  cash  book.  When  the  checks  are 
written  they  are  entered  in  the  cash  book,  from  which  they  are  posted 
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to  the  voucher  register.  Voucher  numbers  are  entered  when  the 
amounts  are  posted. 

At  the  end  of  the  month  the  cohmms  are  footed,  and  the  totals 
of  the  discount  and  check  columns  are  posted  to  the  debit  of  vouchers 
payable.  Footings  of  discount  and  total  columns  are  posted  to  the 
credit  of  discount  on  purchases  and  bank  accounts. 

The  vouchers  payable  account  in  the  ledger  would  now  appear  as 

follows : 

Vouchers  Payable 
Dr.  Cr.  Balance 

$777.00  $1,216.50  $439.60 

We  have  already  seen  that  the  voucher  register  balances,  and  turning 

to  that  record;  we  find  the  footing  of  the  unpaid  vouchers  column  to  be 

S439 .  50,  which  agrees  with  the  balance  of  vouchers  payable  account. 

EXERCISE 

Prepare  a  form  of  voucher  register  providing  for  distribution 
to  the  following  accounts:  Merchandise,  Purchases,  In-Freight, 
Expense,  Salaries,  and  Sundries.  One  of  the  chief  requisites  of  the 
accountant  is  the  ability  to  prepare  suitable  forms  for  accounting 
records.  Care  should  be  used  in  preparing  this  form  to  omit  no 
detail  that  should  be  included  in  such  a  voucher  register. 

When  the  register  has  been  prepared,  record  the  following  trans- 
actions. 

—  Feb.  12th  — 
Enter  the  following  invoices 
#1  Jones  &  Laughlin 

For  merchandise  $164.20 

Date  2/10,  Terms  2/10,  N/30. 

#2  Francis   &  Roberts 

For  expense 

Date  2/12,  Terms  cash  27.50 

—  Feb.  13th  — 
#3  David  Nelson   &  Sons 

For  merchandise  239.80 

Date  2/11,  Terms  3/10,  N/30 

Paid  Henry  Meyer 

For  salary  25.00 

Check  #1 
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—  Feb.  14th  — 
Paid  Jones  &  Laughlin 

by  check  #2,  Voucher  #1 
less  cash  discount 

—  Feb.  15th  — 
Paid  Francis  &  Roberts 

by  Check  #3,  Voucher  #2 
less  cash  discount 

—  Feb.  16th  — 
Paid  David  Newman 

for  rent  $40.00 

Check  H 

—  Feb.  17th  — 
Enter  the  following  invoices 
#4  National  Furniture  Co. 

For  office  furniture  65.00 

Date  2/16,  Terms  2/10,  N/30 

#5  Watkins   &  Hollister 

For  merchandise  S4.00 

Date  2/15,  Terms  2/10,  N/30 

—  Feb.  19th  — 
Paid  David  Gillette,  Agt. 

For  in-freight  ,         9.62 

Check  #5 

Foot  all  columns  as  for  posting  at  end  of  the  month. 

UNIT  SYSTEM  OF  VOUCHER  ACCOUNTING 

16.  In  all  classes  of  accounting  records,  the  unit  system  is 
rapidly  gaining  in  popularity.  The  unit  system,  so  called,  consists 
of  individual  records  of  each  transaction  or  each  item  recorded,  in- 
stead of  a  combination  of  several  transactions  in  one  record. 

The  increase  in  the  use  of  the  unit  svstem  has  been  brouijht 
about  very  largely  by  the  improvements  in  typewriters,  which  make  it 
possible  to  produce  several  copies  of  a  given  document  at  one  writing. 
An  example  of  the  application  of  the  unit  idea  is  seen  in  modern  sales 
records,  where  duplicate  invoices  are  made,  one  copy  serving  as  a 
sales  sheet  and  posting  medium. 


288 


THE  VOUCHER  SYSTEM  27 

The  unit  system  has  been  very  successfully  applied  to  voucher 
accounting,  saving  much  time  and  resulting  in  very  complete  records. 
Compared  with  ordinary  voucher  systems,  the  most  prominent  feature 
of  the  unit  system  is  a  method  of  distribution  by  filing,  rather  than  by 
means  of  a  voucher  register. 

All  vouchers  are  made  on  the  typewriter,  in  manifold,  one  or  more 
copies  being  used  for  record  purposes  only.  The  original  is  used 
exactly  as  described  in  the  preceding  pages. 

An  essential  feature  of  the  system  is  that  a  copy  of  the  voucher 
is  provided  for  each  account  to  which  it  is  to  be  distributed.  When 
one  account  only  is  involved,  the  voucher  is  made  in  duplicate,  but  if 
the  amount  is  to  be  distributed  to  two  accounts  an  extra  copy  is  re- 
quired. The  voucher  should  be  so  arranged  that  the  distribution 
can  be  shown  on  the  face  of  the  duplicate  and  triplicate  copies. 

The  duplicate  voucher  is  filed  according  to  its  distribution,  in- 
stead of  recording  the  amount  in  the  voucher  register.  A  vertical 
file  is  used  for  this  purpose.  The  index  cards  are  headed  with  the 
names  of  the  accounts,  and  are  arranged  in  the  order  of  the  accounts 
in  the  ledger;  this  being  the  order  in  which  the  same  accounts  would 
be  arranged  in  a  voucher  register.  Back  of  each  index  is  a  folder 
in  which  the  vouchers  are  filed. 

Each  voucher  copy  is  filed  in  the  folder  representing  its  proper 
account,  and  is  securely  fastened  to  the  folder  with  a  staple  or  paper 
fastener.  When  this  voucher  is  filed  it  is  also  recorded  on  the  out- 
side of  the  folder,  which  is  printed  as  shown  in  Fig.  18. 

This  form  is  designed  for  a  record  of  amounts,  distributed  under 
the  proper  monthly  headings.  The  amount  of  each  voucher  is  carried 
to  the  current  month's  column.  At  the  end  of  the  month,  the  footing 
of  the  column  shows  the  amount  to  be  charged  to  that  particular 
account  in  the  general  ledger. 

To  arrive  at  the  total  of  vouchers  payable  account,  a  recapitulation 
sheet,  ruled  as  shown  in  Fig.  19,  is  used.  This  is  an  index  card,  and  is 
placed  in  the  front  of  the  file.  Totals  of  all  account  folders  are  entered 
in  the  proper  columns  of  this  sheet,  at  the  end  of  each  month.  Pay- 
ments are  posted  to  this  sheet  at  the  end  of  the  month,  from  the  cash 
book,  and  the  balance  extended.  This  balance,  of  course,  represents 
the  unpaid  vouchers  and  is  checked  against  the  unpaid  voucher  file. 

The  totals  of  the  different  account  columns  are  posted  to  their 
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respective  accounts  in  the  general  ledgers,  either  directly  from  the 
recapitulation  sheet,  or  through  the  journal.  The  recapitulation 
sheet,  as  here  shown,  is  a  transcript  of  the  vouchers  payable  account, 
and  might  be  used  as  a  ledger  card,  but  it  is  generally  considered 
better  practice  to  carry  the  account  in  the  general  or  private  ledger,  as 
usual. 

Such  a  voucher  system  furnishes  a  complete  record,  with  much 
less  transcribing  of  items,  than  is  involved  in  the  use  of  the  voucher 
register.  The  copy  of  the  voucher  is  made  at  the  same  writing  as 
the  original,  the  amount  of  each  individual  voucher  is  entered  but 
once,  on  the  account  folder,  and  monthly  totals,  only,  are  carried 
to  the  distribution  columns  on  the  recapitulation  card. 

This  system  is  equally  well  adapted  to  the  loose-leaf  method.  A 
sheet  is  used  for  each  account,  behind  which  the  vouchers  are  filed, 
and  a  monthly  recapitulation  sheet  is  provided  for  distribution. 

COMBINED  PURCHASE  LEDGER  AND  INVOICE  FILE 

17.  Not  every  business  readily  adapts  itself  to  a  complete 
voucher  system.  Special  conditions  sometimes  arise  which  make 
it  seem  advisable  to  keep  ledger  accounts  with  all  firms  from  whom  the 
business  is  making  purchases.  A  case  in  point  is  a  business,  lack- 
ing capital  to  pay  all  bills  promptly,  necessitating  payments  on  ac- 
count, or  by  note,  instead  of  payments  covering  certain  invoices  in 
full. 

To  obviate  the  difficulties,  in  maintaining  a  complete  voucher 
record,  under  these  and  similar  conditions,  many  substitutes  have  been 
devised.  As  an  example  of  what  may  be  accomplished  in  this  direc- 
tion, we  illustrate  a  system  which  is  in  successful  operation  in  a  manu- 
facturing business. 

In  the  ledger,  the  usual  nominal  accounts  are  kept  but  no  purchase 

or  voucher  register  is  used.     Columns  arc  [)rovided  on  the  credit  side 

of  tlie  cash  book  for  such  expense  accounts  as  are  usually  paid  in  cash, 

that  is,  for  which  no  invoices  are  rendered,  and  for  accounts  payable. 

For  the  purchase  accounts  with  firms  and  individuals,  a  vertical 

i    file  is  u.sed.     Each  creditor  is  assigned  a  folder,  on  the  front  of  which 

I    a  suitable  record  form  is  printed.     This  form  is  shown  in  Fig.  20. 

I    The  name  and  address  are  written  at  the  top,  and  the  ledger  account 

1    is  kept  in  the  columns  at  the  extreme  left  of  the  form.      All  of  the 
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columns  for  distribution  are  left  blank,  it  being  seldom  that  purchases 
from  one  firm  are  distributed  to  more  than  a  half  dozen  different 
accounts. 

When  an  invoice  has  been  O.  K.'d  it  is  immediately  filed  in  the 
proper  folder.  The  total  is  entered  in  the  credit  column  and  dis- 
tributed to  the  proper  accounts,  the  names  of  which  are  written  at 
the  head  of  the  distribution  columns.  Payments  on  account  are 
posted  to  these  ledger  accounts  from  the  cash  book. 

If  the  distribution  is  properly  made,  the  totals  of  all  distribution 
columns  will  agree  with  the  total  of  the  credit  column.  At  the  end  of 
the  month  the  total  of  these  distribution  columns  on  the  individual  ac- 
count folders  are  drawn  off  on  the  monthly  recapitulation  sheet  illus- 
trated by  Fig.  21.  The  totals  shown  by  the  recapitulation  are  posted 
to  the  debit  of  the  corresponding  ledger  accounts,  while  the  grand 
total  is  posted  to  the  credit  of  accounts  payable  account; — which  is 
the  controlling  account  of  the  purchase  ledger.  Totals  of  payments 
on  account  are  posted  to  the  controlling  account  from  the  cash  book. 

The  proof  of  accuracy  of  the  controlling  account  is  found  in  the 
usual  way,  by  checking  against  the  balances  of  the  individual  pur- 
chase accounts. 

With  this  system,  invoices  are  filed,  and  the  amounts  posted,  with 
practically  one  operation.  The  items  which  make  up  each  ledger 
account  are  distributed  as  soon  as  posted,  totals  only  being  carried  to 
the  recapitulation  sheet,  from  whence  they  reach  the  ledger. 

Accounts  are  quickly  located,  as  the  folders  are  indexed  alpha- 
betically. When  an  account  is  balanced  it  must  be  left  in  its  place 
until  the  end  of  the  month,  provided  credits  have  been  entered  in  the 
current  month,  so  that  totals  of  distribution  will  be  carried  to  the 
recapitulation  sheet.  At  the  end  of  the  month,  all  accounts  which 
balance  may  be  transferred  to  a  section  of  the  file  reserved  for  closed 
accounts.  Should  any  of  these  accounts  again  become  active,  they 
are  transferred  to  the  regular  file  without  the  slightest  confusion. 

For  the  purpose  of  saving  time,  the  balances  of  all  open  accounts 
may  be  drawn  off  when  the  totals  of  the  distribution  columns  are  ob- 
tained. 

While  not  recommended  for  general  adoption  this  system  has 
its  points  of  merit,  and  in  certain  contingencies  would  undoubtedly 
prove  very  satisfactory.    The  main  reason  for  its  publication  in  this 
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work  is  to  show  the  possibilities  of  modifying  a  system,  in  respect 
to  details,  without  destroying  its  more  important  features.  The 
voucher  feature,  the  obtaining  of  a  formal  receipt  for  every  pay- 
ment, can  be  maintained  just  as  effectively  with  this  system  as  with  a 
more  formal  voucher  system. 

THE  PRIVATE  LEDGER 

18.  A  ledger,  devised  to  contain  such  accounts  as  the  principals 
of  a  business  desire  to  keep  from  the  knowledge  of  the  bookkeeper 
or  other  office  employes,  is  known  as  a  private  ledger.  The  title 
is  also  frequently  used  to  designate  an  ordinary  general  ledger. 

The  accounts  most  frequently  found  in  the  private  ledger  are 
Capital  accounts,  Profit  and  Loss,  Pteserves,  Surplus,  Bills  Payable, 
Bonds  and  Mortgages  Payable,  and  Controlling  accounts  with  the 
general  or  personal  ledgers.  It  may  also  contain  such  accounts  as 
Salaries  of  Officers,  or  Partners,  Investment  and  Drawing  accounts, 
and  accounts  with  real  or  nominal  assets.  If  it  is  desired  to  keep  from 
the  employes,  knowledge  of  the  exact  nature  of  any  transaction,  or 
the  standing  of  a  particular  account,  it  can  be  done  by  making  use  of 
the  private  ledger. 

When  both  ledgers  are  used,  the  private  ledger  contains  only  those 
accounts  which  it  is  desired  to  keep  private,  while  the  general  ledger  is 
kept  for  all  other  accounts,  except  those  included  in  the  personal  ledgers. 

The  private  ledger  is  most  commonly  used  in  large  businesses 
where,  for  various  reasons,  a  number  of  employes  have  access  to  the 
books,  and  it  is  desired  to  keep  them  in  ignorance  of  the  private  affairs 
of  the  concern.  The  private  ledger  is  usually  kept  by  one  of  the  part- 
ners, an  officer,  the  auditor,  or  the  chief  accountant. 

19.  Advantages  of  Private  Ledger.  The  primary  advantage  of 
the  private  ledger  to  the  principals  of  a  business,  is  that  by  its  use,  they 
can  keep  to  themselves  all  details  of  transactions  of  a  special  nature. 

Some  other  advantages  that  accrue  to  the  principal  may  be 
enumerated  as  follows: 

He  can,  through  the  private  ledger,  keep  an  eye  on  the  activities 
and  condition  of  the  business  as  a  whole,  or  of  any  particular  depart- 
ment or  branch  of  that  business. 

He  can  keep  in  touch  with  the  liabilities,  or  with  the  total  amount 
of  personal  accounts  outstanding. 
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He  can  absolutely  control  the  distribution  of  expense  in  manu- 
facturing operations. 

He  can  keep  from  his  employes,  knowledge  of  the  profits  or  losses 
of  the  business. 

Partners  can  keep  private  the  amount  of  their  investments,  or 
the  salaries  drawn. 

Salaries  paid  to  individual  officers  or  employes  can  be  kept 
private. 

Dividends  declared,  capital  subscribed,  investments  of  a  special 
nature,  or  amount  of  assets  of  any  kind,  can  all  be  kept  from  the  knowl- 
edge of  employes. 

20.  How  Operated.  Accounts  in  the  private  ledger  must  not 
conflict  with  accounts  in  general  or  personal  ledgers,  and  the  fact  that 
private  accounts  are  kept  should  not  interfere  with  the  balance  of  the 
general  books.  To  insure  against  any  such  conflict,  a  private  ledger 
controlling  account  is  kept  in  the  general  ledger. 

In  the  general  cash  book,  and  sometimes  in  the  journal,  debit 
and  credit  columns  headed  Private  Ledger  are  provided.  All  entries 
affecting  private  ledger  accounts  are  extended  in  these  columns,  but 
no  particulars  are  recorded.  At  the  end  of  the  month,  the  totals  of 
these  columns  are  posted  to  a  private  ledger  account  in  the  general 
ledger.  This  controlling  account  then  appears  in  the  general  ledger 
trial  balance,  and  must  agree  with  the  balance  of  accounts  in  the 
private  ledger. 

With  the  private  ledger  a  private  journal  is  used,  in  which  entries 
affecting  private  ledger  accounts  are  made,  with  explanations  in 
detail. 

As  an  example  of  the  use  of  the  private  ledger  we  will  suppose 
that  a  payment  of  $500.00  is  to  be  made  to  a  certain  party,  and  it  is 
desired  to  keep  that  transaction  private.  The  bookkeeper  is  in- 
structed to  draw  a  check  for  the  amoimt,  to  be  charged  to  private 
ledger  account.  He  enters  the  check  in  the  general  cash  book,  debit- 
ing private  ledger  and  crediting  cash  or  bank.  The  entry  is  posted 
from  the  general  cash  book  to  the  private  journal,  where  full 
particulars  are  recorded,  from  which  it  is  posted  to  the  private 
ledger.  In  the  case  referred  to,  the  amount  of  the  check  is  debited 
to  the  proper  nominal  account,  and  credited  to  a  general  ledger  ac- 
count. 
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The  general  ledger  account  in  the  private  ledger  is  a  controlling 
account  which  agrees  with  the  private  ledger  account  in  the  general 
ledger.  Only  entries  affecting  general  ledger  accounts  are  posted  to 
this  account.  Entries  involving  changes  in  private  ledger  accounts 
only,  are  made  in  the  private  journal  direct. 

Some  concerns  keep  the  controlling  accounts  with  the  sales  and 
purchase  ledgers  in  the  private  ledger.  At  the  end  of  the  month,  total 
debits  and  credits  to  accounts  in  these  ledgers  are  entered  in  the  pri- 
vate journal.  These  totals  are  obtained  from  the  general  cash  book, 
sales  book,  purchase  book,  and  any  other  books  from  which  postings 
are  regularly  made. 

\\Tien  a  private  ledger  is  kept,  it  precludes  the  possibility  of 
forced  balances  in  the  general  ledger  trial  balance,  since  the  balances 
of  the  private  ledger  accounts  must  agree  with  the  private  ledger  con- 
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Fig.  22.    Cash  Book  with  Columns  for  Private  Ledger  Accounts 

trolling  account  in  the  general  ledger,  and  if  sales  and  purchase  ledger 
controlling  accounts  are  kept  in  the  private  ledger,  these  must 
balance  with  the  personal  accounts  in  those  ledgers.  The  use  of 
a  private  ledger  not  only  acts  as  a  check  on  trial  balance  errors, 
but  simplifies  the  trial  balance  by  making  possible  a  proof  of  ledgers 
in  sections. 

Fig.  22  is  an  illustration  of  a  cash  book  with  columns  for  the 
private  ledger  account. 

21.  Manufacturing  Accounts  in  the  Private  Ledger.  Not  in- 
frequently, manufacturers  find  it  advisable  to  keep  private  certain 
details  w'hich  affect  costs,  or  even  all  knowledge  of  the  exact  cost  of 
their  manufactured  product.  This  may  be  done  by  keeping  certain 
manufacturing  controlling  accounts  in  the  private  ledger. 
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In  determining  the  cost  of  manufacture  of  any  class  of  goods, 
three  elements  enter  into  the  computation;  material,  labor,  and  ex- 
pense. To  determine  the  cost  of  the  first  two  items  is  com- 
paratively simple,  requiring  only  an  efficient  system  of  records  in 
the  factory.  But  to  determine  the  amount  of  expense  of  all  classes, 
included  in  the  cost  of  a  given  article,  job,  or  operation,  is  more 
difficult. 

A  system  of  records  that  will  show  the  exact  cost  of  such  items  as 
power,  heat,  or  taxes  properly  chargeable  to  an  individual  job  or 
operation  is  obviously  impossible,  and  it  has  been  found  necessary'  to 
apportion  these,  and  all  similar  items  of  expense,  on  a  percentage  basis. 
Usually  this  percentage  is  based  on  some  element  of  cost  which  can  be 
determined  with  accuracy. 

Cost  accountants  and  engineers  have  worked  out  this  percentage 
on  the  basis  of  various  elements  of  cost,  as  direct  labor,  material,  ma- 
chine hour,  man  hour,  or  a  combination  of  two  or  more  of  these  ele- 
ments. The  exact  method  used,  which  must  be  adapted  to  the  con- 
ditions existing  in  the  individual  factory,  does  not  enter  into  this  dis- 
cussion. 

Since  there  are  numerous  items  of  expense  of  the  charac- 
ter referred  to,  it  is  customary  to  group  them,  for  purposes 
of  cost  computation.  Sometimes  all  such  expense  items  are 
grouped  under  the  one  head  of  General  Expense.  It  is  by  means 
of  a  controlling  account  in  the  private  ledger,  that  the  distribu- 
tion of  expense  is  made,  thereby  keeping  private  the  exact  cost  of 
manufacture. 

The  known  cost  of  a  certain  job  or  article — the  cost  of  material 
and  labor — is  frequently  referred  to  as  the  prime  cost.  The  duties  of 
the  cost  clerk  may  end  with  determining  the  prime  cost,  his  com- 
putations not  including  expense  items. 

The  total  cost  of  material  and  labor  for  the  month  is  charged  to 
private  ledger  account,  material  and  labor  accounts  receiving  proper 
credit.  The  exact  amounts  of  the  various  items  of  expense  for  the 
month  are  also  charged  to  private  ledger  account,  with  credits  to 
expense  accounts. 

In  the  private  journal,  these  items  are  charged  to  various  con- 
trolling accounts,  and  credited  to  the  general  ledger  controlling  ac- 
count.    The  usual  entries  are: 
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Manufacturing  Account 

General  Ledger 
For  material  $_ 

For  labor  $_ 

Expense  Distribution 
General  Ledger 
For  rent  $_ 

For  power  $_ 

For  repairs  $— 

Etc.  Etc. 


The  percentage  of  expense  for  the  current  month  on  whatever 
element  based,  has  been  determined  from  the  actual  results  of 
the  preceding  month.  To  illustrate,  we  will  suppose  that  expense 
is  apportioned  on  the  basis  of  direct  labor;  the  cost  of  this  item  during 
the  month  was  $1,600.00,  and  the  amount  of  expense  charged  to 
operation  of  the  plant  during  the  same  period  was  $240.00; — which 
gives  us  a  ratio  of  15%. 

We  wish  to  determine  the  cost  of  jobs  as  they  are  completed 
during  the  current  month.  The  records  turned  in  by  the  cost 
department  give  us  the  actual  cost  of  material  and  direct  labor,  but 
not  knowing  the  exact  ratio  of  expense  to  direct  labor  for  this  month, 
we  use  last  month's  ratio,  and  add  an  amount  equal  to  15%  of  the 
known  cost  of  direct  labor.  When  the  actual  results  for  the  month 
are  determined  it  is  quite  probable  that  the  ratio  will  vary  from  last 
month's  record,  as  either  factor  may  change.  It  will  be  necessar\' 
to  adjust  this  difference,  which  is  the  reason  for  an  expense  distribu- 
tion or  expense  adjustment  account  in  the  private  ledger. 

By  keeping  the  expense  controlling  account  in  the  private  ledger, 
the  principal  can  keep  private,  not  only  the  actual  cost  of  an  article, 
but  the  percentage  of  expense  and  the  basis  of  the  expense  apportion- 
ment. If  thought  desirable,  he  can  add  further  amounts  for  the 
purpose  of  establishing  a  selling  price. 

In  actual  operation,  the  amount  of  expense  to  be  charged  against 
completed  work  will  be  computed,  and  the  following  entry  made: 

Manufacturing  Account  $ 

Expense  Distribution  $ 

The  amount  of  expense  charged 
to  jobs  completed. 
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If  the  expense  ratio  used  were  exact,  the  expense  distribution  account 
would  balance  at  the  end  of  each  month,  but  owing  to  the  fluctuations, 
a  balance  will  remain.  This  is  adjusted  by  increasing  or  decreasing 
the  percentage  used  during  the  following  month,  and  in  this  way  the 
accounts  are  kept  in  balance. 

Manufacturing  account  has  been  charged  with  labor,  material, 
and  expense, — the  total  manufacturing  cost.  Completed  goods  are 
charged  to  a  finished  goods  account,  the  entry  being: 

Finished  Goods  $ 

Manufacturing  Account  $ 

Net  cost  of  goods  completed 
But  manufacturing  account  will  not  balance,  for  there  always  will  be 
work  in  process,  and  the  balance  of  the  account  will  be  the  cost  to 
date  of  this  work  in  process,  a  most  important  record. 

This  discussion  is  not  intended  to  cover  every  possible  use  of  the 
private  ledger,  but,  by  means  of  examples,  to  suggest  its  possibilities. 
The  explanations  and  examples  should  afford  the  student  many  hints 
of  value. 

EXERCISE 

On  a  certain  date,  the  following  transactions  are  recorded  on  the 
books  of  Carter  &  Adams: 

Purchases  on  account  $5(30.00 

Sales  on  account  420.00 

Paid  for  rent  75.00 

Sales  for  cash  82.00 

Henry  Carter  (partner) 

Withdrew  ca.sh  50.00 

John  Adams  (partner) 

Advanced  to  the  business  300.00 

What  items  in  the  above  list  of  transactions  should,  in  your 
opinion,  be  posted  to  the  private  ledger?  On  jouinal  paper,  make  the 
f  iitries  and  show  necessary  private  ledger  accounts. 

CHARTING  THE  ACCOUNTS 

22.  The  proper  arrangement  of  the  accounts  of  a  business  Is 
bfst  shown  by  a  chart,  in  which  the  accounts  1o  be  kept  are  grouped 
according  to  their  relative  importance.     In  laying  out  a  chart  of  ac- 
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counts,  thev  .shoukl  bo  first  separated  into  their  proper  divisions. 
The  natural  divisions  are  capital,  trading,  and  profit  and  loss. 

Each  division  contains  only  those  accounts  that  naturally  belong 
in  that  particular  class.  These  divisions  are  then  subdivided  into 
groups  containing  specific  kinds  of  accounts,  the  groups  being  ar- 
ranged in  logical  sequence.  As  an  example,  the  trading  division 
of  a  manufacturing  business  is  divided  into  manufacturing  anfl 
trading.  There  may  be  several  subdivisions  of  the  manufacturing 
account;  several  classes  of  goods  may  be  manufactured  and  a  manu- 
facturing account  kept  for  each  class,  or  it  may  be  necessary  to  manu- 
facture completed  parts,  each  requiring  a  complete  manufacturing 
process.  Detailed  costs  being  required  for  each  of  these  completed 
parts,  manufacturing  accounts  are  kept  for  each,  the  main  division 
representing  the  cost  of  the  finished  product,  as  a  result  of  the  assem- 
bling of  the  parts.  The  completed  parts  are  treated  as  raw  material, 
when  drawn  for  use  in  the  finished  product,  the  total  costs  being 
finally  absorbed  by  the  main  manufacturing  account.  One  of  the 
many  examples  that  might  be  cited  is  a  packing  business,  operating 
its  own  can  factory  and  keeping  a  manufacturing  account  to  show  the 
cost  of  cans.  Other  accounts  show  the  cost  of  the  product  packed 
in  those  cans,  and  both  costs  are  absorbed  in  the  cost  of  the  com- 
modity as  marketed. 

The  trading  account  is  similarly  sub-divided.  In  a  department 
store,  the  manager  of  a  department  may  receive  a  certain  percentage 
of  the  profits  of  his  department.  This  necessitates  trading  accounts  for 
each  department.  A  mercantile  concern  may  operate  branch  stores 
and  keep  trading  accounts  with  each,  on  the  books  of  the  main  ofiice; 
a  factory  may  produce  several  lines  of  goods,  with  a  corresponding 
sub-division  of  trading  accounts. 

A  chart  of  accounts  not  only  furnishes  a  guide  to  the  bookkeeper, 
but  presents  in  the  most  logical  form,  the  natural  divisions  of  the  busi- 
ness. It  is  both  a  working  guide  and  a  mirror  of  the  accounting 
records. 

23.  Chart  of  Small  Trading  Business.  The  most  simple  chart 
of  accounts  is  one  for  a  small  trading  business  conducted  by  a  single 
proprietor.     Following  is  a  chart  of  the  accounts  of  such  a  business. 
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CHART 
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Capital 
Accounts 


'  Cash 
Bills  Receivable 
Accounts  Receivable 
Assets  <  Merchandise  ^Debits 

Fixtures 
Horses  and  Wagons 

^  Stable  Supplies 

{Accounts  Payable     I 
Bills  Payable  [■  Credits 

Proprietor's  Capital  J 

Trading    J  Purchases        \ 


ACCOUNTS     Accounts'^  In-Freight 
L  Sales 
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^  and  Loss  "^ 
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Store  Expense 
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Wages 
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Fig.  *3.    Chart  of  Profit  and  Loss  Accounts 

A  study  of  this  chart  will  disclose  the  reasons  for  the  general 
grouping  of  the  accounts.  The  first  general  group,  capital  accounts 
is  sub-divided  into  as.sets  and  liabilities.  The  assets  are  grouped  in 
the  order  of  their  availability;  the  order  in  which  they  can  most 
i(  ulily  be  converted  into  cash.  The  liabilities  are  grouped  according 
lo  the  security;  unsecured,  secured  and  capital. 
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There  bein<^  but  one  trading  account,  it  is  represented  by  a 
single  group,  purchases  and  in-freight  representing  the  cost  of  goods, 
and  sales  the  gross  proceeds.  The  balance  of  this  account  exhibits 
the  gross  profits. 

We  now  come  to  the  profit  and  loss  account  l»y  which  the  trading 
or  gross  profits  are  absorbed.     This  group  contains,  first,  the  revenue 


Fig.  34.    Chart  of  Profit  and  Loss  Accounts 

producing  accounts  not  represented  in  the  trading  account;  second, 
the  revenue  expenditures  or  expense  accounts.  The  outer  brackets 
of  the  chart  group  all  of  the  accounts  under  Debit  and  Credit.  This 
shows  that  the  balances  of  the  accounts  are  debit  or  credit  as  the  case 
may  be. 

We  have  traced  the  profits  to  the  profit  and  loss  account,  but  in 
closing  the  books  they  will  finally  be  absorbed  by  the  proprietor's 
capital  account.  The  chart.  Fig.  23,  traces  the  profits  from  trading 
to  proprietor's  account.  In  the  trading  account,  the  gross  profit 
completes  the  balance.     This  profit  is  now  absorbed  by  the  profit  andj 
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loss  account.  Net  profit  completes  the  balance  of  profit  and  loss  ac- 
count, and  is,  in  turn,  absorbed  by  the  proprietor's  account.  Here, 
the  net  profit  added  to  previous  investment,  equals  the  present 
worth.  The  chart,  Fig.  24,  also  traces  profits  to  the  pioprietor's  ac- 
count. 

24.  Chart  of  Manufacturing  Accounts.  A  chart  of  the  accounts 
of  a  manufacturing  business  follows  similar  lines  to  that  of  a  trading 
business,  the  only  change  being  the  addition  of  the  accounts  of  the 
manufacturing  group.  The  accounts  of  this  group  will  depend  both 
upon  the  nature  of  the  business  and  the  extent  to  which  the  details  of 
operation  are  recorded. 

A  chart  of  the  accounts  of  a  harness  and  saddlery  manufacturing 
business  is  given  herein.  This  business  is  divided  into  three  depart- 
ments; harness,  collar,  and  saddlery. 

A  record  of  the  gross  profits,  resulting  from  the  operation  of  each 
department,  being  desired,  we  have  three  manufacturing  and  three 
trading  accounts. 

The  chart  shows  the  accounts  classified  to  exhibit  detailed 
operations  of  each  department.  The  number  of  accounts  in  this 
chart  is  98.  This  is  rather  more  than  is  required  in  the  average 
business  of  this  character,  but  the  chart  furnishes  a  good  illustration 
of  the  possibility  of  segregating  accounts  of  various  classes. 

Even  so  large  a  number  of  accounts,  with  the  minute  sub-divisions 
here  shown,  does  not  present  the  difficulties  that  might  appear  at  first 
glance.  The  principal  requirement  is  a  thorough  knowledge  of  the 
items  entering  into  each  account;  the  actual  keeping  of  the  accounts 
is  a  matter  of  close  attention  to  these  details.  When  an  elaborate 
chart  of  accounts  is  laid  out,  it  should  be  accompanied  by  detailed 
explanations  and  instructions.  Some  large  concerns  issue  printed 
instructions  which  are  given  to  all  officers  and  employes  who  may 
be  called  upon  to  determine,  to  what  account  an  item  should  be 
charged . 

CHART  OF  ACCOUNTS— HARNESS  MANUFACTURING 

Capital  Accounts 
Assets 

1  Cash 

2  Bills  Receivable 

3  Accounts  Receivable 
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Inventories — Harness  Department 

4  Finished  Stock 

5  Leather 

6  Hardware 

7  Supphes 
Inventories — Collar  Department 

8  Finished  Stock 

9  Leather 

10  Hardware 

1 1  Supplies 
Inventories — Saddlery  Department 

12  Finished  Stock 

13  Leather 

14  Hardware 

15  Supplies 
Inventories — Machinery 

16  Machinery — Harness  \ 

17  Machinery — Collar 

18  Machinery — Saddlery 

Inventories — Tools  ,i 

19  Tools — Harness  ; 

20  Tools— Collar  ,;j 

21  Tools — Saddlery  | 
Inventories — General  I 

22  Office  Fixtures  and  Supplies  'f' 

23  Delivery  Equipment  |,' 

24  Real  Estate — Land  and  Buildings  § 


Liabiliti 

es 

25 

Accounts  Payable 

26 

Bills  Payable 

27 

Mortgages 

Reserves 

28 

Depreciation  of  Buildings 

29 

Depreciation  of  Machinery 

30 

Depreciation  of  Tools  and  Fixtures 

31 

Bad  Debts 

32 

Capital  Stock 

33 

Surplus 

Manufacturing 

Accounts 

A   Harness  Department 

34 

Purchases — Leather 

35 

Purchases — Hardware 

36 

Purchases — Supplies 

37 

In-Freight 

38 

Labor — Ciitting  Department 

39 

Labor — Manufacturing  Department 

40 

Inventory  Adjustment 
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B  Collar  Department 

41  Purchases — Leather 

42  Purchases — Hardware 

43  Purchases — Supplies 

44  In-frieght 

45  Labor — Cutting  Department 

46  Labor — Manufacturing  Department 

47  Inventory  Adjustment 
C  Saddlery  Department 

48  Purchases — Leather 

49  Purchases — Hardware 

50  Purchases — Supplies 

51  In-Freight 

52  Labor — Cutting  Department 

5.3     Labor — Manufacturing  Department 

54  Inventory  Adjustment 
D  Manufacturing  Expense  Adjustment 

55  Power,  Heat  and  Light 

56  Engine  Room  Supplies 

57  Salaries — Superintendent  and  Factory  Clerks 

58  Wages  Engineers  and  Miscellaneous 

59  General  Factory  Expense 

60  Repairs  and  Maintenance — Buildings 

61  Repairs  and  Maintenance — Machinery 

62  Repairs  and  Maintenance — Tools 
Trading  Accounts 

E  Harness  Department 

63  Sales 

64  Returns  and  Allowances 

65  Inventory  Adjustment 
F  Collar  Department 

66  Sales 

67  Returns  and  Allowances 

68  Inventory  Adjustment 
G  Saddlery  Department 

69  Sales 

70  Returns  and  Allowances 

71  Inventory  Adjustment 
H  Profit  and  Loss 

72  Interest  Credits 

73  Cash  Discount  Credits 

74  Rent  Credits 
/  Administration 

75  Insurance  and  Taxes 

76  Salaries — Officers 

77  Salaries — Bookkeepers  and  Clerks 

78  Printing  and  Stationery 

79  Legal  ExfXinseR 

80  Postage,  Telegraph  and  Telephone 
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81  Office  Expenses 

82  Traveling  Expense — Officers 
S3     Misc.  General  Expense 

J  Sales  Expense 

84  Advertising 

85  Salaries — Salesmen 

86  Commission 

87  Traveling  Expense — Salesmen 

88  Trade  Show  Expense 

89  Out-Freight  and  Express 
K  Collecting 

90  Collection  Fees 

91  Cash  Discounts  Allowed 
L  Delivery  Expense 

92  Wages 

93  Maintenance  Horses  and  Wagons 

94  Maintenance  Motor  Trucks 
M  Depreciation  Adjustment 

95  Buildings 

96  Machinery 

97  Tools  and  Fixtures 

98  Bad  Debts 

25.  Chart  Explained.  The  following  explanations  will  give  the 
student  a  working  knowledge  of  the  operation  of  these  accounts. 
Accounts,  1  to  33,  inclusive,  comprising  assets  and  liabilities,  are 
omitted,  as  no  instructions  will  be  required  for  keeping  these 
accounts.     All  accounts  are  referred  to  by  number. 

34.  Purchases — Leather.  Charged  with  all  purchases  of  leather 
for  use  in  harness  department.  Credited  with  all  leather  transferred 
to  other  departments. 

35.  Purchases — Hardware.  Charged  with  all  purchases  of 
hardware  for  use  in  harness  department.  Credited  with  all  hard- 
ware transferred  to  other  departments. 

36.  Purchases — Supplies.  Charged  with  all  purchases  of 
supplies  and  materials,  other  than  leather  and  hardware,  for  use  in 
harness  department.  Credited  with  all  transfers  to  other  depart- 
ments. 

37.  In-Freight.  Charged  with  the  cost  of  freight  and  cartage 
on  all  purchases  for  the  harness  department.  Totals  pro-rated  to 
department  purchase  accounts  at  the  end  of  each  month. 

38.  Labor — Cutting  Department.  Charged  with  the  wages  of 
all  men  employed  in  cutting  department,  including  foreman. 
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39.  Labor — Manufacturing  Department.  Charged  with  the 
wages  of  all  harness  makers,  and  others  employed  in  the  harness 
manufacturing  department. 

40.  Inventory  Adjustment.  An  account  used  for  the  temporary 
adjustment  of  inventories  for  the  purpose  of  obtaining  monthly  bal- 
ances. At  the  end  of  the  fiscal  period,  or  whenever  the  books  are 
closed,  the  balance  of  this  account  is  transferred  to  inventory  accounts. 

Accounts  34  to  40,  inclusive,  are  finally  closed  into  a  harness 
manufacturing  account. 

The  same  instructions  apply  to  accounts  41  to  47,  inclusive,  in 
respect  to  the  collar  department,  and  to  accounts  48  to  54,  inclusive, 
in  respect  to  the  saddlery  department. 

55.  Power,  Heat  and  Light.  Charged  with  all  fuel  and  elec- 
tric power,  consumed  for  power,  heat  and  light. 

56.  Engine  Room  Supplies.  Charged  with  all  oils,  waste  and 
other  supplies,  used  in  the  engine  room. 

57.  Salaries — Superintendents  and  Factory  Clerks.  Charged 
with  salaries  of  general  superintendent,  superintendent's  clerk  and 
all  clerks  employed  exclusively  in  the  factory,  as  time  keepers  and 

clerks. 

58.  Wages — Engineers  and  Miscellaneous.  Charged  with 
wages  of  engineer  and  assistants,  wages  of  shipping  clerk  and  assist- 
ants, wages  of  receiving  and  stock  clerks,  wages  of  all  general  laborers 
whose  time  is  not  chargeable  to  a  specific  department. 

59.  General  Factory  Expense.  Charged  wnth  all  miscellaneous 
items  of  factory  expense  not  provided  for  in  other  accounts. 

60.  Repairs  and  Maintenance — Buildings.  Charged  with  all  ma- 
terial and  lahorconsumed  in  the  repairs  and  maintenance  of  buildings. 

61.  Repairs  and  Maintenance — Machinery.  Charged  with 
same  items  as  No.  60,  as  applied  to  machinery. 

62.  Repairs  diud  Maintenance — Tools.  Same  as  No.  61,  applied 
to  tools. 

Accounts  55  to  62,  inclusive,  are  closed  into  a  manufacturing 
expense  adjustment  account,  monthly.  This  account  is  credited 
with  expense  charged  to  each  departmental  manufacturing  account, 
the  distribution  being  made  on  a  percentage  basis. 

63.  Sales — Harness  Department.  Credited  with  the  amount 
of  all  sales  in  the  harness  department. 
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64.  Returns  and  Alloxcanccs.  Charged  with  all  returns  and 
allowances  on  account  of  harness  sales,  except  cash  discount. 

65.  Inventory  Adjustment.  An  account  used  for  the  temporary 
adjustment  of  inventories  of  finished  stock,  for  the  purpose  of  obtain- 
ing monthly  statements  of  gross  profits.  At  the  end  of  the  fiscal  year, 
the  balance  of  the  account  is  transferred  to  inventory  of  finished 
goods  account,  through  the  trading  account. 

Accounts  63  to  65,  inclusive,  are  closed  into  a  harness  trading 
account,  at  the  end  of  the  fiscal  year.  For  purposes  of  comparison, 
monthly  trading  statements  are  made,  leaving  these  accounts  undis- 
turbed until  the  end  of  the  year. 

Accounts  66  to  68,  inclusive,  and  69  to  71,  inclusive,  are  handled 
exactly  the  same  manner,  in  relation  to  the  collar  and  saddlery  de- 
partments. 

72.  Interest  Credits.  Credited  with  all  interest  collected  on 
past  due  accounts,  or  received  on  outside  investments. 

73.  Cash  Discount  Credits.  Credited  with  all  discounts  earned 
by  the  prepayment  of  bills. 

74.  Rent  Credits.  Credited  with  all  amounts  received  from 
rentals  of  property  owned  by  the  company,  or  as  a  result  of  sub- 
letting leased  property. 

75.  Insurance  and  Taxes.  Charged  with  all  sums  paid  for 
fire,  liability  or  other  insurance,  state  and  municipal  taxes,  and 
license  fees. 

76.  Salaries — Officers.  Charged  with  the  salaries  of  all  admin- 
strative  oflScers,  and  directors'  fees. 

77.  Salaries — Bookkeeper  and  Clerks.  Charged  with  amounts 
of  salaries  of  all  bookkeepers,  stenographers,  and  other  office  clerks. 

78.  Printing  and  Stationery.  Charged  with  the  cost  of  all 
stationery  and  printed  matter  used  in  the  offices. 

79.  Legal  Expense.  Charged  with  attorney's  fees  and  all 
expense  of  litigation. 

80.  Postage,  Telegraph  and  Telephone.  Charged  with  all  sums 
paid  for  postage,  and  telegraph  and  telephone  senice. 

81.  Office  Expenses.  Charged  with  sundry  items  of  office 
expense,  not  provided  for  in  other  accounts. 

82.  Traveling  Expense — Officers.  Charged  with  all  legitimate 
traveling  expenses  incurred  by  officers  in  the  interest  of  the  company. 
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83.  Misc^  General  Expenses.  Charged  with  all  expense  items 
not  otherwise  accounted  for. 

Accounts  72  to  83,  inclusive,  are  closed  into  an  adminstration 
account. 

84.  Advertising.  Charged  with  all  sums  paid  for  advertising, 
including  periodical  advertising,  catalogs,  circulars,  and  novelties. 

85.  Salaries — Salesmen.  Charged  with  the  salaries  of  all 
traveling  salesmen, 

86.  Commissions.  Charged  with  all  commissions  paid  to 
brokers  or  salesmen. 

87.  Traveling  Expenses — Salesmen.  Charged  with  all  legiti- 
mate expenses  of  salesmen,  incurred  in  the  interest  of  the  company. 

88.  Trade  Show  Expense.  Charged  with  all  expenses  incurred 
on  account  of  exhibitions  at  trade  shows.  Sometimes  treated  as  a 
part  of  advertising  expense. 

89.  Out-Freight  and  Express.  Charged  with  all  freight  and 
express  paid  on  goods  sold  at  delivered  prices. 

Accounts  84  to  89,  inclusive,  are  closed  into  a  sales  expense 
account. 

90.  Collection  Fees.  Charged  with  all  fees  paid  to  banks, 
attorneys  or  others,  for  the  collection  of  accounts. 

91.  Cash  Discounts  Allowed.  Charged  with  all  allowances  to 
customers,  for  prompt  payment  of  bills. 

Accounts  90  and  91  are  closed  into  a  collecting  account. 

92.  Wages.     Charged  with  the  wages  of  drivers  and  barn  men. 

93.  Maintenance. — Horses  and  Wagons.  Charged  with  cost 
of  feed,  stable  supplies,  repairs  to  harness  and  wagons,  blacksmithing 
and  horse-shoeing. 

94.  Maintenance — Motor  Trvxiks.  Charged  with  all  expense 
of  up-keep  and  repairs  to  delivery  trucks. 

Accounts  92  to  94,  inclusive,  are  closed  into  a  delivery  expense 
account. 

95.  Depreciation — Buildings.  Creditetl  monthly  with  current 
charges  for  depreciation. 

96.  97,  and  98.     Handled  the  same  as  No.  95. 

Accounts  95  and  98  are  closed  into  a  depreciation  adjustment 
account. 

The  illustrations  (pp.  48-50)  show  how  all  of  these  accounts  are 
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assembled  into  main  fjroups,  and  finally  closed  into  profit  and  loss, 
and  capital  accounts.  An  explanation  of  the  ac-counts  in  the  harness 
department  will  be  sufficient  to  show  how  all  of  the  accounts  are 
treated. 

Harness  manufacturing,  account  A,  is  charged  with  accounts 
34  to  39,  inclusive,  and  the  proper  portion  of  account  7).  It  is  credited 
with  the  cost  of  all  finished  goods,  the  amount  being  transferred  to 
account  E,   harness   trading.     It  is  credited  with   the   increase    in 
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inventories  over  the  preceding  month,  this  amount  being  transferred 
to  account  40;  if  inventories  show  a  decrease,  the  amount  is  charged. 

Harness  trading,  account  E,  is  charged  with  cost  of  finished 
goods  from  account  A  ;  with  account  64 ;  with  gross  profits,  transferred 
to  profit  and  loss,  account  H.  It  is  credited  with  sales,  account  63; 
with  increase  in  inventory,  account  65. 

Gross  profits  on  account  of  trading  are  closed  into  profit  and  loss. 

Inventory  adjustment  accounts  Nos.  40  and  05,  are  still  open 
and  the  balances  show  total  inventories.  The  actual  amounts  of 
inventories  are  transferred  to  accounts  4  to  7,  inclusive.  This  will 
leave  a  balance  in  inventory  adjustment  account  No.  40,  representing 
work  in  process  in  the  harness  factory.  These  inventory  adjustment 
accounts  are  closed  only  at  the  end  of  the  fiscal  year,  or  when  the 
books  are  closed.  At  the  beginning  of  a  new  fiscal  period  the  inven- 
tories are  again  charged  to  inventory  adjustment  accounts,  and  ad- 
justing entries  made  monthly  in  manufacturing  and  trading  accounts. 
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CORPORATIONS 

1.  A  corporation  is  an  artificial  body  created  by  statute  law  and 
vested  with  power  to  act  in  many  respects  as  an  individual — in  particu- 
lar to  acquire,  hold,  and  dispose  of  property, real  or  personal;  to  make 
contracts;  to  sue  and  be  sued,  and  the  like. 

It  is  a  legal  entity  apart  from  its  members.  It  may  sue  without 
joining  its  members,  and  may  be  sued  by  others  without  the  necessity 
of  joining  its  members.  It  may  transfer  property  and  transact  all 
business,  not  inconsistent  with  the  rights  granted  by  its  charter,  in 
its  own  name.  In  the  transaction  of  business  it  is  regarded  as  an 
individual. 

CLASSIFICATION  OF  CORPORATIONS 

2.  Corporations  may  be  divided  into  two  general  classes — 
public  and  private.  A  public  corporation  is  a  political  entity  organ- 
ized for  the  purposes  of  government — as  a  city,  county,  or  village. 
A  private  corporation  is  one  organized  to  further  the  interests  of  its 
members.  These  may  be  divided  into  two  classes — stock  corpora- 
tions and  non-stock  corporations. 

A  .'itock  corporation  is  one  organized  for  the  pecuniary  gain  of 
its  members. 

A  non-stock  corporation  is  one  organized  to  further  a  particular 
object — as  clubs,  charitable  associations,  societies  for  scientific  re- 
search, etc. 

Stock  or  business  corporations  are  the  ones  with  which  we  are 
chiefly  concerned.  Such  corporations  are  organized  to  enable  several 
persons  to  unite  their  capital  to  conduct  a  legitimate  business  enter- 
prise and  such  organization  accomplishes  two  important  results;  the 
rights  of  the  memlxirs  to  transfer  their  interest  without  affecting  the 
standing  of  the  business,  and  exemption  from  personal  liability  for 
contracts  or  acts  of  the  corporation. 
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In  a  partnership,  each  individual  partner  is  liable  for  the  debts  of 
the  partnership,  and  any  partner  can  make  contracts  in  the  name  of 
the  partnership,  such  contracts  becoming  obligations  of  net  only 
the  partnership  but  of  each  individual  partner. 

A  member  or  stock  holder  in  a  corporation  is,  as  a  rule,  liable 
only  for  the  amount  of  his  subscription  to  the  capital  stock  of  the 
corporation.  The  exception  to  this  is  the  organization  of  certain 
classes  of  corporations  in  which  it  is  provided  that  a  stockholder 
shall  be  liable  for  twice  the  amount  of  his  stock  subscription.  National 
Banks  are  examples  of  this  class.  No  stockholder,  as  such,  has  the 
right  to  make  contracts  in  the  name  of  the  corporation,  and  any  con- 
tracts he  may  make  are  not  binding  on  the  corporation.  Contracts 
made  in  the  name  of  the  corporation,  to  be  binding,  must  be  executed 
by  an  officer  duly  authorized  to  make  such  contracts. 

3.  Joint  Stock  Companies.  How  distinguished  from  corpora- 
tions. A  joint  stock  company  is  a  large  partnership  in  which  the 
capital  is  divided  into  shares  which  are  distributed  among  the  partners 
in  proportion  to  their  interests.  Joint  stock  companies  differ  from 
corporations  and  are  like  partnerships  in  the  following  respects : 

Each  member  is  liable  for  the  debts  of  the  company,  and  if  he 
sells  his  shares  he  is  still  liable  for  the  debts  which  were  contracted 
while  he  was  a  shareholder. 

Except  when  otherwise  provided  by  statute,  all  members  must 
join  in  any  action  at  law  by  the  company,  and  if  another  brings  an 
action  against  the  company  he  must  join  as  many  shareholders  as  he 
wishes  to  hold.  In  some  states  the  law  provides  that  an  action 
against  a  joint  stock  company  may  be  brought  in  the  name  of  its 
president  or  other  designated  officer  representing  all  the  members. 

4.  Joint  Stock  Companies.  How  like  Corporations.  A  joint 
stock  company  is  like  a  corporation  and  differs  from  a  partnership 
in  the  following  respects: 

The  shares  may  be  transferred.  If  a  member  dies  his  shares 
pass  to  his  estate;  if  bankrupt  they  pass  to  his  assignee;  if  he  sells  his 
shares  they  pass  to  the  purchaser.  Partners  may  withdraw  and  new 
partners  may  be  admitted  without  the  dissolution  of  the  company. 
A  partnership  is  dissolved  by  the  withdrawal  by  death  or  otherwise  of 
a  single  partner. 

The  shareholders  do  not  manage  the  affairs  of  the  company  but 
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elect  directors  or  other  officers  in  whom  the  management  of  the  busi- 
ness is  vested.  Members,  as  such,  have  no  authority  to  bind  the 
company. 

CREATION  OF  CORPORATIONS 

5.  A  corporation  is  created  by  legislative  act.  Formerly  each 
corporation  received  a  special  charter  from  the  legislature  of  the  state, 
but  as  the  advantages  of  corporations  began  to  receive  universal 
recognition  it  was  seen  that  the  delays  incident  to  the  granting  of 
special  charters  were  bound  to  work  a  hardship  on  those  desiring  to 
incorporate.  Partly  to  overcome  this,  but  more  particularly  to  insure 
uniformity  in  the  rights  and  privileges  of  corporations,  and  to  prevent 
the  conferring  of  special  privileges  through  special  charters,  the 
legislature  of  most  states  has  enacted  uniform  corporation  laws. 
These  statutes  prescribe  uniform  regulations  for  the  organization  of 
corporations.  State  constitutions  now  very  generally  prohibit  the 
granting  of  special  charters  to  private  corporations. 

6.  Requirements.  While  every  state  has  its  own  corporation 
laws,  the  requirements  of  corporations  are  in  many  respects  uniform. 
The  law  usually  provides  that  a  certificate  of  incorporation  shall  be 
filed  with  the  secretary  of  state,  or  some  other  designated  oflBcer. 
This  certificate  must  as  a  rule  state: 

The  name  of  the  corporation; 

The  place  of  business,  where  its. principal  office  is  located; 

The  objects  of  the  corporation,  including  a  statement  of  the  business  in 
which  it  is  to  engage; 

The  amount  of  the  capital  stock,  and  the  number  and  par  value  of  the 
shares  into  which  it  is  to  be  divided; 

The  period  for  which  the  corporation  is  organized; 

The  number  of  its  directors  and  the  names  of  those  who  arc  to  serve  it 
the  outset; 

The  names  and  addresses  of  the  original  incorporators  with  the  number  of 
Khares.of  the  capital  stock  subscribed  for  by  each. 

'HtQ  form  of  the  certificate  required  in  the  state  of  Illinois  is 
shown  in  the  illustration,  p.  4. 

STOCKHOLDERS 

7.  The  members  of  a  business  cor|K)ration  are  known  as  stock- 
holders or  shareholders.  At  the  time  of  organization  the  members 
subscribe  for  the  shares  of  the  capital  stock  agreeing  to  take  and  pay 
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$2500  or  less $30.00 

$2500  to  $5000      ....      50.00 
Each  additional  thousand    .     .1.00 


To  JAMES  A.  ROSE,  Secretary  of  State: 


propose  to  form  a  Corporation  under  an  act  of  the  General  Assembly  of 
the  State  of  Illinois,  entitled  "An  Act  Concerning  Corporations,"  ap- 
proved April  18,  1872,  and  all  acts  amendatory  thereof;  and  for  the 
purpose  of  such  organization  we  hereby  state  as  follows,  to  wit: 


1.    The  name  of  such  Corporation  is. 


2.    The  object  for  which  it  is  formed  is- 


3.  The  Capital  Stock  shall  be 

4.  The  amount  of  each  share  is. 

5.  The  number  of  shares 


6.  The  location  of  the  principal  office  is  iu__ in  the 

County  of_ State  of  Illinois. 

7.  The  duration  of  the  Corporation  shall  be  years. 


Statemeut  of  Incorporation  on  the  Stock  Plan. 
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for  them  when  issued.  When  the  stock  has  been  delivered  and 
paid  for,  the  stockholder  is  under  no  further  obligation,  unless  the 
stock  is  by  statute  or  contract  subject  to  assessment. 

8.  Stock  Certificate.  When  a  stockholder  has  paid  for  his 
shares  a  certificate,  known  as  a  stock  certificate,  is  issued  to  him. 
This  certificate  is  the  written  evidence  issued  by  the  corporation  that 
the  person  whose  name  appears  therein  is  registered  on  the  company's 
books  as  the  owner  of  shares  of  the  number  and  par  value  named. 

The  owner  of  a  stock  certificate  can  transfer  it,  and  the  one  to 
whom  it  is  transferred  becomes  a  stockholder.  Such  transfers  are 
not  complete,  however,  until  registered  on  the  books  of  the  company. 
A  stock  certificate  is  not,  strictly  speaking,  a  negotiable  instrument, 
but  it  is  the  custom  among  business  men  to  indorse  stock  certificates 
in  blank  and  transfer  them  from  hand  to  hand  as  negotiable  instru- 
ments, until  some  one  inserts  his  own  name  and  has  the  transfer 
registered  on  the  books  of  the  company. 

Such  indorsement  does  not  make  a  stock  certificate  a  negotiable 
instrument,  and  the  purchaser  can  acquire  no  better  title  than  is 
possessed  by  the  seller.  Courts  have  held  that  the  fact  that  a  certifi- 
cate of  stock  is  not  payable  to  bearer  makes  it  non-negotiable. 

CAPITALIZATION 

9.  This  is  the  term  commonly  used  to  designate  the  amount  of 
stock  which  the  company  is  authorized  to  issue.  It  may  have  little 
reference  to  the  amount  subscribed  or  paid  in,  for  most  states  authorize 
corporations  to  begin  business  as  soon  as  a  certain  number  of  shares 
have  been  subscribed  for,  or  even  when  only  a  small  part  of  the  sub- 
scriptions have  been  paid.  For  instance,  a  company  with  an  author- 
ized capitalization  of  $100,000  may  be  permitted  to  commence  business 
as  soon  as  $10,000  has  been  subscribed  and  $1,000  is  actually  paid  in. 

10.  Capital  and  Capital  Stock.  The  capital  of  a  corporation  is 
usually  understood  to  mean  its  assets,  and  is  a  general  term  covering 
all  of  its  property  of  every  nature.  It  has  no  connection  with  the 
capital  stock  authorized  or  the  number  of  shares  subscribed. 

Capital  Stock  is  a  term  used  in  many  ways  each  of  which  implies 
a  different  meaning.  It  may  mean  the  amount  which  must  be  paid 
in  before  it  can  transact  busineSvS  as  a  corporation;  it  may  mean 
the  capital  which  the  corporation  is  authorized  to  issue;  it  may  mean 
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the  amount  subscribed  regardless  of  the  amount  actually  paid  in; 
or  it  may  mean  the  amount  actually  paid  in  regardless  of  the  amount 
subscribed. 

1 1 .  Kinds  of  Stock.  As  a  rule  the  capital  stock  of  a  corporation 
is  of  two  classes — common  and  preferred — though  not  all  corporations 
issue  both  classes. 

Common  Stock  is  the  stock  of  a  corporation  issued  to  all  stock- 
holders under  the  same  conditions,  and  which  is  to  share  equally  in 
the  dividends. 

Preferred  Stock  is  stock  which  gives  its  owner  certain  preferences 
over  the  owners  of  common  stock.  This  preference  usually  consists 
of  a  provision  for  the  payment  of  certain  dividends  out  of  the  net 
earnings  of  the  business  before  any  dividends  can  be  paid  on  com- 
mon stock.  The  officers  of  a  corporation  have  no  power  to  issue 
preferred  stock  unless  it  is  provided  for  in  the  charter.  Preferred 
stock  may,  however,  be  issued  with  the  consent  of  all  common  stock- 
holders. Preferred  stock  falls  into  sub-divisions  depending  upon  its 
provisions  as  follows: 

Cumulative  preferred  stock  is  stock  on  which  the  payment  of  | 
dividends  is  not  dependent  upon  the  earnings  of  one  year.     If  a 
dividend  is  passed  in  one  year  or  if  not  paid  in  full,  it  must  be  paid 
from  future  earnings  before  common  stock  can  draw  dividends. 

Non-cumulative  preferred  stock  is  stock  which  carries  a  dividend 
preference  only  in  respect  to  the  earnings  of  the  current  year.     While , 
dividends  are  payable  prior  to  dividends  on  common  stock,  no  lia-j 
bility  attaches  to  the  corporation  if  earnings  in  any  year  are  insufficient 
to  pay  dividends. 

Guaranteed  Stock  is  another  name  for  cumulative  or  non-cumu-j 
lative  preferred  stock — any  stock  on  which  the  payment  of  dividends 
is  guaranteed. 

A  corporation  may  issue  more  than  one  series  of  preferred  stocl 
as  first  preferred,  second  preferred,  etc.     These  issues  take  preference 
in  the  payment  of  dividends  in  the  order  of  their  priority.     Dividends 
must  be  paid  on  first  preferred  before  any  surplus  is  available  for  the 
payment  of  dividends  on  second  preferred. 

1 2.  Treasury  Stock.  This  is  stock  subscribed  for  and  issued  whicl 
has  been  acquired  by  the  corporation  either  by  purchase  or  donationJ 
The  term  is  often  erroneously  applied  to  that  part  of  the  authorij 
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capital  stock  which  has  never  been  issued,  and  the  error  has  even 
been  made  of  referring  to  it  as  unsubscribed  stock.  Treasury  stock 
is  an  asset  and  should  be  so  treated  on  the  books  of  the  corporation. 
Unsubscribed  or  unissued  stock  is  in  no  sense  an  asset;  or  as  one 
writer  puts  it,  no  more  an  asset  than  the  power  of  a  person  to  issue 
notes  is  an  asset. 

13.  Watered  Stock.  Any  stock  which  is  not  represented  by 
actual  assets  is  called  watered  stock.  It  is  usually  represented  by 
fictitious  assets — as  patents,  copyrights,  franchises,  promotion  ex- 
pense, good  will,  etc. 

STOCK  SUBSCRIPTIONS 

14.  It  is  customary  for  the  first  board  of  directors  to  state 
by  resolution  in  what  manner  the  stock  is  to  be  disposed  of;  if  sub- 
scriptions are  to  be  received;  if  subscriptions  are  to  be  paid  immedi- 
ately or  in  installments.  When  the  certificate  of  incorporation  has 
been  filed  the  subscription  list  is  opened.  This  may  be  in  book  form, 
or  a  written  or  printed  list.  The  following  is  a  common  form  of  stock 
subscription: — 

We,  the  undersigned,  do  hereby  subscribe  to  the  capital  stock  of  the 

company,  organized  under  the  laws  of  the  state  of in 

the  amount  set  forth  below,  and  severally  agree  to  pay  the  amount  of  such 
subscription  as  follows: 

When  the  board  of  directors  shall,  through  its  secretary  or  treasurer, 

certify  that  there   has  been  subscribed %  of  the  authorized   capital   of 

$ ,  then  we  severally  agree  to  pay %  of  said  subscriptions,  and 

to  pay  a  further %  on  the day  of  each  month  thereafter,  until  the 

full  amount  of  such  subcriptions  shall  have  been  paid. 


Date 


Name 


Address 


No.  OP 

Shares 


Amount 


MANAGEMENT  OF  CORPORATIONS 

1 5.    The  affairs  of  a  corporation  are  managed  by  its  directors  who 
are  elected  by  the  stockholders.  A  director  has  no  authority  individually 
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to  bind  the  company.  He  can  only  act  in  conjunction  with  other 
directors  in  regular  meeting  as  provided  by  the  by-laws.  The  acts 
of  the  board  arc  effected  by  orders  or  resolutions  passed  at  such  meet- 
ings. The  number  of  directors  constituting  the  board  and  the  number 
required  to  form  a  quorum  is  specified  in  the  by-laws.  Directors 
must  attend  meetings  in  person  to  be  entitled  to  vote.  They  cannot 
be  represented  by  proxy.  Since  it  is  not  practicable  for  the  directors 
to  attend  to  all  of  the  details,  they  usually  delegate  to  their  officers 
authority  to  transact  all  of  the  every  day  business  of  the  company. 
In  larger  corporations  the  directors  organize  themselves  into  sub- 
committees as  executive  committee,  finance  committee,  etc.  In 
small  corporations  these  committees  are  unnecessary,  their  acts  being 
performed  by  the  board  of  directors. 

16.  Powers  of  Directors  and  Officers.  The  powers  of  the 
directors  are  extensive  and  are  prescribed  by  the  charter  and  by-laws. 
The  directors  have  the  power  to  bind  the  corporation  in  all  its  deal- 
ings with  other  persons  or  corporations.  The  powers  of  the  stock- 
holders are  limited  to  the  election  of  the  directors;  but  as  the  directors 
are  elected  by  a  majority  of  the  stockholders,  the  power  to  control  the 
corporation  through  the  election  of  a  board  of  directors  who  will 
respect  their  wishes  is  thus  conveyed  to  a  majority  of  the  stockholders. 

Being  representatives  of  the  stockholders  as  a  body,  the  directors 
must  at  all  times  be  governed  by  what  they  honestly  consider  the  wishes 
of  the  majority.  Directors  have  the  power  to  make  contracts  with 
the  corporation  only  when  they  are  manifestly  fair  contracts.  For 
example,  when  not  otherwise  provided  for,  they  may  fix  a  fair  com- 
pensation for  their  services  and  for  the  services  of  their  ofiicers. 
Except  in  cases  of  actual  fraud,  it  is  for  the  majority  of  stockholders 
to  complain  of  such  contracts,  and  they  have  the  power  to  remove 
offending  directors. 

Officers  of  a  corporation  are  its  agents  and  have  limited  powers, 
usually  prescribed  by  the  by-laws.  When  not  so  specified,  they  are 
prescribed  by  the  directors.  It  is  not  always  necessary  that  all  of  the 
powers  of  an  officer  be  specified  in  detail.  If  an  oflBcer  has  been 
accustomed  to  perform  certain  acts  with  the  knowledge  and  consent 
of  the  directors,  his  acts  become  binding  on  the  corporation.  The 
title  of  an  office  does  not  necessarily  convey  any  special  powers.  For 
example,  while  it  is  customary  for  the  directors  to  confer  special  powers 
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on  the  president,  liis  title  does  not  make  him,  in  the  corporation's 
dealings  with  the  pubHc,  an  agent  of  higher  grade  than  the  secretary, 
treasurer,  or  any  other  officer. 

17.  Powers  of  Corporations.  As  such,  a  corporation  possesses 
certain  necessary  powers,  and  such  other  special  powers  as  may  be 
conferred  by  its  charter. 

To  have  a  corporate  name  which  can  only  be  changed  by  law. 

To  sue  and  be  sued. 

To  possess  a  corporate  seal. 

To  appoint  the  necessary  officers  for  the  conduct  of  its  business. 

To  enact  by-laws  necessary  for  the  management  of  its  business,  for 
transferring  of  its  stock,  for  calUng  of  meetings,  etc. 

To  acquire  and  dispose  of  such  property  as  may  be  necessary  for  the 
conduct  of  the  business  for  which  it  is  organized. 

To  make  contracts  necessary  for  the  carrying  out  of  its  purposes. 

In  general  a  corporation  can  engage  in  no  other  business  than  that 
specified  in  its  charter,  but  it  is  granted  certain  incidental  powers  necessary  to 
carry  out  its  original  purpose. 

18.  Stockholder's  Rights.  Each  stockholder  has  the  right  to 
have  a  certificate  of  stock  issued  to  him;  to  vote  at  meetings  of  stock- 
holders; to  inspect  the  books  of  the  company;  to  participate 
in  dividends;  to  invoke  the  aid  of  the  courts  in  restraining  the  direc- 
tors from  committing  a  breach  of  trust. 

DIVIDENDS 

19.  Every  business  corporation  is  conducted  with  a  view  to 
earning  profits.  When  such  profits  are  distributed  to  its  stock- 
holders they  are  called  dividends,  but  stockholders  cannot  participate 
in  the  profits  until  a  dividend  has  l)een  declared  by  the  directors; 
The  law  specifies  that  dividends  must  be  paid  out  of  the  net  surplus 
of  the  company,  and  provides  a  penalty  for  their  payment  out  of 
capital.  Therefore,  before  declaring  a  dividend,  the  directors  must 
be  provided  with  a  balance  sheet  and  use  every  care  to  determine 
that  a  surplus  actually  exists.  For  dividend  purjxxsos,  surplus  is 
usually  considered  that  part  of  the  profits  remaining  after  paying 
expenses  and  providing  the  necessary  reserve  tq  cover  depreciation 
of  machinery  and  buildings  and  losses  from  uncollectable  accounts. 
Sometimes  a  further  provisicjn  is  made  in  the  by-laws  for  the  creation 
of  a  sinking  fund  for  the  payment  of  l)onds. 

The  times  for  the  payment  of  dividends  are  fixed  in  the  eertifi- 
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cate  of  incorporation  or  the  by-laws.  Provision  is  usually  made  for 
the  payment  of  dividends  either  quarterly,  semi-annually,  or  annually. 
Directors  have  full  discretion  in  the  declaration  of  dividends  and, 
so  long  as  they  are  acting  in  good  faith,  may  add  profits  to  capital 
instead  of  declaring  a  dividend.  When  the  directors  have,  by  proper 
resolution,  stated  that  the  surplus,  or  a  part  of  the  surplus,  shall  be 
distributed  to  the  stockholders,  a  dividend  is  said  to  have  been  de- 
clared. When  declared,  a  dividend  becomes  a  debt  of  the  corporation 
to  its  stockholders.  It  is  not  necessary  that  the  directors  declare 
dividends  of  all  the  surplus  or  net  profits.  Frequently  the  by-laws 
provide  that  a  certain  amount  be  reserved  as  working  capital,  and 
under  any  circumstances  the  questions  of  the  advisability  of  declaring 
a  dividend  rests  with  the  directors.  They  cannot  be  compelled  to 
declare  a  dividend  unless  it  can  be  shown  that,  in  declining  to  do  so, 
they  are  acting  in  bad  faith. 

20.  Stock  Dividends.  At  their  discretion,  the  directors  may, 
instead  of  paying  a  dividend  in  cash,  declare  w^hat  is  known  as  a 
stock  dividend.  ^Mien  there  remains  certain  unsubscribed  stock,  or 
when  the  corporation  is  in  possession  of  treasury  stock,  this  stock  may 
be  issued  to  stockholders  in  payment  of  dividends.  A  stock  dividend 
cannot,  however,  be  declared  when  It  would  not  be  proper  to  declare  a 
cash  dividend.  The  assets  must  exceed  all  liabilities,  and  in  deter- 
mining the  existence  of  a  surplus  available  for  dividends,  all  capital 
stock  that  has  been  issued  must  be  considered  as  a  liability. 

CLOSING  TRANSFER  BOOKS 

21.  In  large  companies  it  is  customary  for  the  board  of  directors 
to  close  the  stock  transfer  books  a  certain  number  of  days  prior  to  the 
date  of  payment  of  a  dividend,  for  the  purpose  of  obtaining  the  names 
and  addresses  of  all  stockholders.  Notices  are  then  sent  to  all  stock- 
holders that  a  dividend  will  be  paid  on  a  certain  date  and  that  the 
transfer  books  will  be  closed  for  a  stated  period.  Transfer  books 
are  also  frequently  closed  for  a  certain  period  prior  to  the  annual 
meeting  of  the  stockholders.  The  laws  of  some  states  provide  that 
only  those  stockholders  whose  names  have  appeared  as  stockholders 
on  the  books  of  the  company  for  at  least  thirty  days  prior  to  the  date 
of  the  annual  meeting,  shall  be  entitled  to  vote  at  said  meeting. 
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STOCKHOLDERS'   MEETINGS 

22.  Meetings  of  stockholders  are,  as  a  rule,  held  annually,  and 
the  date  of  such  meeting  is  usually  specified  in  the  charter.  At  the 
annual  meeting  the  board  of  directors  presents,  through  its  president 
or  other  officer,  a  report  of  the  business  for  the  year,  accompanied  by  a 
financial  statement.  At  this  meeting  the  stockholders  elect  directors 
to  take  the  place  of  those  whose  terms  of  office  have  expired.  A 
stockholder  may  vote  at  stockliolders'  meetings  either  in  person  or  by 
proxy,  and  is  entitled  to  one  vote  for  each  share  of  stock  registered  in 
his  name  at  the  time  of  the  meeting.  Notice  of  a  stockholders'  meet- 
ing must  in  all  cases  be  mailed  to  each  stockliolder  at  his  last  known 
address,  a  certain  number  of  days  prior  to  the  date  of  the  meeting. 
This  notice  is  mailed  by  the  secretary  of  the  company. 

SALE  OF  STOCK  BELOW  PAR 

23.  Many  corporations  formed  to  carry  on  business  of  a  specula- 
tive nature  find  it  difficult  to  sell  stock  at  par.  This  is  especially  true 
when  the  assets  consist  largely  of  patents,  an  undeveloped  mine,  or 
property  of  a  similar  nature.  It  has  become  the  custom  for  corpora- 
tions to  take  over  such  properties,  issuing  in  payment  for  the  same 
full  paid  stock  greatly  in  excess  of  its  value.  The  original  owners 
of  the  property  will  in  turn  donate  a  certain  portion  of  the  stock  to 
the  corporation  to  be  sold  to  provide  working  capital.  This  stock 
then  becomes  treasury  stock  and  is  offered  for  sale  at  a  liberal  dis- 
count. The  selling  of  property  to  a  corporation  at  an  inflated  value 
is  called  the  process  of  watering  the  stock.  It  can  only  be  justified 
when  an  uncertainty  exists  as  to  the  actual  value  of  the  property 
acquired.  In  the  purchase  of  a  going  business,  the  real  value  of  the 
good-will  is  largely  a  matter  of  opinion,  and  the  judgment  of  the 
board  of  directors  of  a  corporation  making  such  a  purchase  must  l)e 
considered  as  final. 

CORPORATION  BOOKKEEPING 

24.  Bookkeeping  for  a  corporation  as  a  record  of  its  business 
transactions  with  the  public  is  not  different  than  bookkeeping  for  a 
single  proprietorship  or  a  partnership.  There  are,  however,  certain 
necessary  records  peculiar  to  a  corporation,  including  accounts  of  a 
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financial  nature  between  the  corpoT-ation  and  its  stockholders.  It 
is  with  these  records  and  accounts  that  -ve  are  concerned  in  this  dis- 
cussion of  corporation  bookkeeping. 

25.  Books  Required.  The  books  required  for  corporation 
records  are,  Stock  Certificate  Book,  Stock  Transfer  Book,  Stock  Ledger, 
Minute  Book,  (and  in  certain  cases,  Installment  Book,  Stock  Register, 
and  Dividend  Book).  These  are  auxiliary  books  and  are  known  as 
stock  books. 

Stock  Certificate  Book.  This  is  a  book  of  stock  certificates,  with 
stubs  giving  full  particulars  of  each  certificate  issued.  When  a  stock 
register  is  used,  the  record  is  posted  to  it  from  the  stub,  otherwise 
posting  is  made  direct  from  the  stub  to  the  stock  ledger. 

Stock  Transfer  Book.  This  is  a  book  in  which  is  kept  a  record 
of  all  transfers  of  stock.  Each  entry  is  practically  a  copy  of  the  form 
of  assignment  found  on  the  back  of  the  stock  certificate.  It  is  sup- 
posed that  each  transfer  will  be  signed  by  the  one  transferring  the 
stock,  but  frequently  when  certificates  are  presented  with  the  proper 
endorsement,  the  transfer  is  signed  by  the  one  making  the  transfer 
as  attorney  in  fact.  The  transfer  book  is  made  with  two,  and  some- 
times three,  transfers  to  a  page.  Transfers  are  posted  to  the  stock 
register,  when  used,  or  direct  to  the  stock  ledger. 


Transferred  by 


To 

Shares 

Date 

Certificate 

Cancelled 

Issued^ 

For  value  received, hereby  sell,  assign,  and  transfer  to 

all  of- right,  title,  and  interest 

in shares  of  the  capital  stock  of 


The  National  Manufacturing  Company 

standing  in name  on  the  books  of  said  company. 

Witness:  Signed. 


By 


Attornay  in  if ;». 


Transfer  Book 
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Stock  Ledger.  This  is  the  book  in  which  an  account  is  kept  with 
each  stockholder  showing  the  number  of  shares  heki  by  him.  Some- 
times the  amount  is  included.  When  a  stockholder  receives  a  certif- 
icate of  stock  it  is  posted  to  the  credit  side  of  his  account  in  the  stock 
ledger.  When  he  transfers  a  certificate  it  is  posted  to  the  debit  side 
of  his  account.  A  trial  balance  of  the  stock  ledger  shoukl  be  taken 
at  stated  periods,  for  the  stock  standing  to  the  credit  of  the  stock- 
holders should  equal  the  total  stock  outstanding.  The  stock  ledger 
is  supposed  to  show  only  the  stock  issued  and  the  names  of  its  holders. 
For  example,  if  the  authorized  stock  of  a  corporation  is  1 ,000  shares 
and  there  remains  300  shares  unsubscribed,  the  stock  ledger  will 
show  700  shares — the  total  issued — to  the  credit  of  individual  stock- 
liolders.  An  account  should  be  opened  in  the  stock  ledger  with 
Capital  Stock,  which  account  will  be  debited  with  all  stock  issued. 
This  is  in  effect  a  representative  account  since  it  represents  the  total 
stock  that  should  stand  to  the  credit  of  other  accounts  in  the  stock 
leJger. 


uajt 


TRANSFERRED  TO 


LF 


CERTj 
NO.f 


AMT.    yOATE  TRANSTERREO  FROM 


CERT' 
NO 


AMT.     BALANCE 


Stock  Ledger 

Minute  Book.  This  is  a  record  book  in  which  the  secretary 
k«'eps  records  or  minutes  of  the  proceedings  of  all  stockholders'  and 
ilirectors'  meetings.  This  is  an  official  record  of  the  acts  of  the 
corporation,  and  is  frequently  called  for  to  \ye  introductnl  in  court  as 
evidence.  The  secretary  is  custodian  of  the  minute  book  and  should 
see  that  it  is  carefully  preserved. 

Installment  Book.  When  stock  subscriptions  are  payable  in 
installments,  a  form  of  receipt  called  a  scrip  or  installment  certificate 
is  issued.  As  payments  arc  maxle  they  are  endorsed  on  the  back  of 
this  certificate,  and  when  all  payments  have  been  made  the  scrip  is 
exchanged  for  a  regular  stock  certificate.  These  scrip  certificates 
are  bound  in  book  form  similar  to  stock  certificates. 

Sometimes  the  scrip  certificate  takes  the  form  of  an  installment 
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receipt  for  the  amount  paid,  all  receipts  being  surrendered  to  the 
c<:)rapany  wlitn  payments  have  bt^en  completfxh 


®lji0  ri?rtifi^a  that 


.is  entitled  to 


.shares  of  One  Hundred  Dollars  each  of  the  capital  stock  of 


The  National  Manufacturing  Company 

oa  which  has  been  paid  Ten  Dollars  per  share,  and  subject  to  all  pay- 
ments due  or  to  become  due.  A  full  paid  certificate  will  be  issued 
when  all  installments  upon  said  shares  have  been  paid,  and  on  sur- 
render of  this  receipt.    Transferable  only  on  the  books  of  the  company. 

Jit  mititp0a  uil|?renf. 


INSTALLMENT  CERTIFICATE 

Stock  Register.  Some  large  corporations  keep,  in  addition  to 
the  stock  ledger  and  transfer  books,  a  stock  register  which  is  a  com- 
plete register  of  all  stock  issued.  This  book  is  kept  by  the  registrar — 
usually  a  trust  company  or  bank.  All  certificates  are  entered  in  the 
register  in  numerical  order  and  full  particulars  of  each  are  given. 
When  a  transfer  is  made  both  the  old  and  new  certificates  must  be 
taken  to  the  registrar,  who  cancels  the  old  and  places  his  indorsement 
on  the  new,  certifying  that  it  has  been  registered. 

One  purpose  of  having  a  registrar  is  to  prevent  an  over-issue  of 
stock.  The  number  of  shares  .shown  on  the  register  must  not  exceed 
the  number  of  shares  which  the  corporation  is  authorized  to  issue. 


CERTIFICATES     REGISTERED                       j   CERTIFICATES   CANCELLED 

DATE 

DATE 
ISSUED 

CERT 
NOS. 

NO. 

SHARES 

NAMES 

DATE|    NO. 
CANCLD  SHARES 

CERT 
NOS. 

NAMES 

Stock  Register 

Dividend  Book.  When  the  directors  declare  a  dividend  it  is 
necessary  to  make  a  list  of  stockliolders  entitled  to  receive  a  dividend. 
Large  corporations  use  a  special  form  similar  to  the  one  illustrated. 
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15 


It  is  made  either  in  a  book  or  on  loose  sheets  which  are  placed  in  a 
binder. 

DIVIDEND    NO.         ,  RATF  ___OATE_ . 


NAME  OF 
STOCKHOUDER 


TO     WHOM 
PAYABLE 


NO.    i   AMT.  ICK. 
ADDRE13S       ISHARES  DtVIDENDaNQ. 


J 


Dividend  Book 

Some  stockholders  issue  written  orders  to  pay  all  cHvidends  to 
some  other  person,  which  makes  it  necessary  to  record  on  this  list 
the  name  of  the  person  to  whom  this  dividend  is  payable,  as  well  as 
the  name  of  the  stockholder. 

OPENING  ENTRIES 

26.  In  opening  the  books  of  a  corporation  it  is  necessary  to  first 
get  the  capital  entered.  In  a  proprietorship,  the  capital  is  credited 
to  the  owner;  in  a  partnership  it  is  credited  to  the  individual  partners. 
On  the  books  of  a  cfjrporation  an  account  called  capital  stock  is 
opened,  to  which  capital  is  credited.  This  account  is  opened  in  the 
general  ledger  and  original  entries  are  made  in  the  journal.  The 
manner  of  making  the  opening  entries  depends  upon  the  method  of 
disposing  of  the  capital  stock. 

If  stock  is  sold  for  cash  011  bf  and  the  entire  amount  is  subscribed 
and  paid  for,  the  entry  is  simply 
Cash 

To  capital  Stock 
Stock  subscribed  and  paid 
for  by  the  following: 


$100,000 


$100,000 


John  Doe 

Richard  Roe 

Henry  Snow 

as  per  subscription 

list  dated 

$50,000 
25,000 
25,000 

190 

If  only  a  part  of  the  authorized  stock  is  subscribed,  there  are  two 
methods  of  entering  the  transaction. 

First:  Debit  cash  and  credit  capital  stock 
as  al>ove,  only  as  fast  as  stock  is 
subscribed  and  paid  for. 
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Second:  Debit  cash  and  credit  capital  stock 
for  the  amount  actually  subscribed 
and  paid  for.     Debit  a  new  account 
called  uvsuhscribed  stock  and  credit 
capital  stock  for  the  balance  of  the 
total  authorized  issue  of  stock. 
Illustrating  the  above,  we  will  suppose  that  the  National  Manu- 
facturing Co,  is  organized  with  a  capitalization  of  $100,000,  of  which 
$50,000  is  subscribed  and  paid  for  in  cash.    The  entries  would  be  :— 
Cash  S50,000 

To  capital  stock  $50,000 

Stock  subscribed  and  paid 
for  by  the  following: 
John  Doe  $25,000 

Richard  Roe  15,000 

Henry  Snow  10,000 


Unsubscribed  stock  50,000 

To  capital  stock  50,000 

If  stock  is  not  paid  for  when  subscribed  or  if  it  is  payable  in  in- 
stallments the  entry  is: 

John  Doe  25,000 

Richard  Roe  15,000 

Henry  Snow  10,000 

To  capital  stock  50,000 

For  subscription  to  stock 
as  per  subscription  list. 
Or  if  it  is  not  desired  to  enter  the  names  of  the  subscribers  an 
account  is  opened  in  the  name  of  subscriptions,  and  the  entry  is: 
Subscriptions  50,000 

To  capital  stock  50,000 

The  above  entries  at  once  place  the  entire  authorized  capital 
stock  on  the  books.  When  further  subscriptions  are  made,  sub- 
scription account  is  debited  and  unsubscribed  stock  is  credited.  AVnen 
subscriptions  are  paid,  cash  is  debited  and  subscriptions  credited. 

When  subscriptions  are  payable  in  regular  installments,  pay- 
ments may  be  credited  to  subscriptions.  The  plan  is  sometimes 
followed,  however,  of  opening  an  account  for  each   installment,  as 
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Installment  No.  1,  to  which  payments  are  credited.  When  the  in- 
stallment is  fully  paid  this  account  would  be  closed  into  subscription 
account. 

Or  still  another  formula — when  stock  has  been  sold  subject  to 
assessments  to  be  made  by  the  board  of  directors,  and  an  assessment  has 
been  called  the  entry  is: 


$10,000 


Assessment  No.  1. 

$10,000 

To  subscriptions 

An  assessment  of  20% 

as  per  resolution  of 

the  board  of  directors 

John  Doe 

5,000 

Richard  Roe 

3,000 

Henry  Snow 

2,000 

When  paid,  cash  is  debited  and  assessment  No.  1  is  credited. 
When  the  next  assessment  is  called  an  account  is  opened  with  assess- 
ment No.  2. 

27.  When  a  Part  of  the  Stock  is  Paid  for  in  Property  and 
the  Balance  in  Money.  A  corporation  known  as  The  National 
Manufacturing  Company  is  formed  to  take  over  a  manufacturing 
business  owned  by  John  Doe.  The  capital  stock  is  $100,000  of  which 
Mr.  Doe  is  to  receive  $50,000  for  the  assets  and  good  will  of  his  business, 
the  company  agreeing  to  assume  his  liabilities.  His  statement  of 
affairs  shows  the  following: 


A  ssets 

Cash  in  bank 

$2,264.00 

Accounts  receivable 

4,650.50 

Machinery 

9,000.00 

Manufactured  goods 

2,100.00 

Material  and  supplies 

3,780.00 

Furniture  and  fixtures 

700.00 

$22,494.50 

Liabilities 

Accounts  payable 

864.20 

864.20 

21,630.30 
Since  the  net  assets  are  $21,630.30,  and  the  stock  to  be  issued 
to  John  Doe  is  $50,000  the  difference,  or  $28,369.70,  represents  the 
amount  paid  for  the  good  will  of  the  business. 
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The  transaction  is  entered  as  follows : — 
Property  and  Goodwill  of 
the  business  of  John  Doe, 
transferred  to  this  company  as 
per  resolution  of  the  board 
of  directors,  Dec.  21st,  1908. 


Good  will 

$28,369.70 

Cash 

2,264.00 

Accounts  receivable 

4,650.50 

Machinery 

9,000.00 

Manufactured  goods 

2,100.00 

Material  and  supplies 

3,780.00 

Furniture  and  fixtures 

700.00 

Accounts  payable 

$     864.20 

Capital  stock 

50,000.00 

One  half  of  the  capital  stock  is  thus  accounted  for.  The  balance 
is  to  be  subscribed,  and  when  subscribed  the  entries  will  be  as 
explained  in  Art.  26,  depending  upon  whether  subscriptions  are  paid 
in  full  or  in  installments. 

28.  When  Stock  is  Issued  in  Payment  of  Property  and  a 
Part  of  the  Stock  is  to  be  Donated  to  the  Company.  John  Doe 
owns  a  valuable  patent  on  an  automobile  attachment  and  desires  to 
secure  capital  to  carry  on  its  manufacture.  He  interests  Richard  Roe 
and  Henry  Snow,  who  agree  to  assist  him  to  form  the  National  Manu- 
facturing Company  to  take  over  his  patent  and  manufacture  the  at- 
tachment. The  company  is  incorporated  with  an  authorized  capi- 
talization of  $150,000.  Roe  and  Snow  agree  that  Doe  shall  receive 
$100,000  full  paid  stock  for  his  patent,  and  to  subscribe  $25,000  each, 
payable  in  cash  to  be  used  for  the  purchase  of  the  necessary  machinery. 
John  Doe,  in  turn,  agrees  to  donate  $50,000  of  his  stock  to  provide 
working  capital.     The  entries  are: 

Patents  $100,000 

Capital  stock  $100,000 

Full  paid  stock  issued  to 

John  Doe  to  pay  for 

patents  transferred  to  the 

Company  by  bill  of  sale  dated 

Dec.  2,  1908. 
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Subscriptions  $50,000 

Capital  stock  $50,000 

Subscriptions  to  capital 
stock  as  follows: — 
Richard  Roe  $25,000 

Henry  Snow  25,000 


Treasury  stock  50,000 

Working  capital  50,000 

Full  paid  stock  donated 
by  John  Doe  to  provide 
working  capital. 
When  subscriptions  are  paid: — 

Cash  50,000 

Subscriptions  50,000 

It  is  decided  to  sell  $30,000  of  the  treasury  stock  at  50%  of  its 
face  value,  and  subscriptions  are  received  for  this  amount. 
Subscription  to  treasury  stock  30,000 

Treasury  stock  30,000 

Subscription  account  is  debited  and  treasury  stock  credited  for 
the  full  amount  since  this  is  the  amount  of  full  paid  stock  to  be  issued, 
regardless  of  the  price  at  which  it  is  sold. 

When  this  stock  is  paid  for,  the  entry  in  the  cash  book  on  the 
debit  side  is : 

Subscriptions  to  treasury  stock  15,000 

This  leaves  a  debit  balance  of  $15,000  in  the  account  subscriptions 
to  treasury  stock,  which  represents  a  discount  on  the  stock  sold. 

The  manner  of  disposing  of  this  discount  depends  upon  the  pro- 
visions made  by  the  directors  in  respect  to  the  creating  of  working 
capital. 

If  their  resolution  provides  that  the  fund  maintained  for  working 
capital  shall  be  only  such  an  amount  as  may  be  realized  from  the  sale 
of  treasury  stock,  the  discount  is  disposed  of  by  the  following  entry: 
Working  capital  15,000 

Subscriptions  to  treasury  stock  15,000 

Discount  on  30,000  treasury 
stock  sold. 

333 


20  CORPORATION  ACCOUNTS 

Suppose,  however,  that  the  directors  have  provided  by  resolution 
for  the  maintaining  of  a  working  capital  of  $50,000.  In  that  case  the 
liability  for  the  full  $50,000  must  remain  on  the  books  until  such  time 
as  other  provision  is  made.     The  entry  would  then  be: 

Bonus  $15,000 

Subscriptions  to  treasury  stock  $15,000 

The  discount  is,  to  all  intents,  a  bonus  given  to  the  purchasers, 
and  if,  as  frequently  happens,  purchasers  are  promised  a  bonus  of  a 
share  of  stock  for  ever}'  share  purchased,  it  would  be  proper  to  make 
the  following  entry  in  the  first  place. 

Subscriptions  to  treasury  stock  15,000 

Bonus  15,000 

Treasury  stock  30,000 

Sold  30,000  treasury  stock  at  50% 
of  face  value. 

In  any  dividend  distribution  the  purchasers  are  entitled  to  draw 
dividends  on  the  face  value  of  their  stock,  since  it  was  issued  to  them 
as  full  paid.  It  would  be  manifestly  unfair  to  charge  the  discount  or 
bonus  against  profits  for  the  current  year,  and  it  is  customary  to 
spread  it  over  a  period  of  several  years,  charging  off  a  certain  per  cent 
each  year.  The  bonus  account  is,  in  the  meantime,  carried  on  the 
books  as  an  asset,  and  belongs  in  the  class  known  as  fictitious  assets. 

Treasury  stock  is  an  asset,  its  real  value  being  the  market  value 
of  the  stock  represented.  In  the  event  of  liquidation  of  the  company, 
treasury  stock  would  off-set  the  liability  on  account  of  capital  stock. 
When  all  of  the  treasury  stock  is  sold  the  account  closes  itself;  or  if 
it  is  issued  to  stockholders  in  the  form  of  stock  dividends,  it  is  closed 
into  profit  and  loss. 

Working  capital  is  a  liability,  which  may  be  termed  an  assumed 
or  nominal  liability.  Like  capital  stock  it  is  a  liability  only  as  between 
the  company  and  its  stockholders.  It  off-sets  whatever  form  of 
asset — cash  or  otherT\ase — that  represents  proceeds  from  the  sale  of 
treasuiy  stock.  The  real  position  of  working  capital  in  the  balance 
sheet  is  that  of  a  capital  liability  which  must  be  considered  before 
any  surplus  available  for  dividends  can  be  said  to  exist.  Power  is 
usually  given  the  directors  to  resen^e  a  certain  amount  for  working 
capital,  and  even  though  an  actual  surplus  may  exist  they  have  the 
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right  to   off-set  this  with   a   working   capital  Hability  instead   of 
declaring  a  dividend. 

29.  Premium  on  Stock.  The  stocks  of  many  well-managed 
enterprises  sell  at  a  premium.  In  all  such  cases  the  amount 
received  above  the  par  or  face  value  is  credited  to  an  account 
called  lyremium  on  stock.  At  the  end  of  the  year  this  account  is 
closed  into  surplus  account.  If  any  such  items  are  standing  on  the 
books  it  can  be  used  to  off-set  bonus  account  or  organization 
expenses.  It  is  not  proper  to  close  premium  account  into  the  cur- 
rent profit  and  loss  account,  for  while  it  represents  a  profit,  it  is 
not  earned  in  the  regular  operations  of  the  business. 

30.  Reduction  of  Working  Capital.  As  before  stated,  so  long 
as  working  capital  remains  on  the  books  it  must  be  treated  as  a 
liability.  Having  the  right  to  create  working  capital,  the  direc- 
tors also  have  the  right  to  reduce  it  whenever,  in  their  judgment, 
the  necessities  of  the  business  no  longer  require  its  maintenance 
in  the  original  amount. 

When,  for  any  reason,  the  funds  represented  by  the  credit  to 
w^orking  capital  account  are  no  longer  needed  for  meeting  the 
expenses  of  the  business,  the  balance  of  this  account  is  thrown 
into  Surplus.  It  should  never  be  thrown  into  Profit  &  Loss  account 
because  it  does  not  represent  a  gain  earned  for  the  current  year. 

Suppose  that  in  the  case  of  the  National  Manufacturing  Co., 
it  is  desired  to  reduce  working  capital  from  .150,000  to  $25,000; 
the  entry  would  be: 

Working  capital  $25,000 

Surplus  $25,000 

Working  capital  reduced  by 
resolution  of  the  board  of 
directors,  January  15th,  1909. 

ENTRIES  IN  STOCK  BOOKS 

31.  The  entries  in  the  stock  books  are  very  simple  and  are  just 
the  opposite  of  stock  entries  in  the  general  or  financial  books  of  the 
company.  When  certificates  of  stock  are  issued,  an  account  is  opened 
in  the  stock  ledger  with  each  stockholder,  to  which  is  credited  the 
stock  issued  to  him.     At  the  same  time  an  account  is  opened  in  this 


335 


22  CORPORATION  ACCOUNTS 

ledger  with  capital  stock  which  is  debited  with  all  stock  issued,  thus 
preserving  the  balance  of  the  stock  ledger.     Taking  the  example  in 
Art.  26,  when  stock  is  issued — 
We  debit- 
Capital  stock  $150,000 
We  credit — 

John  Doe  $100,000 

Richard  Roe  25,000 

Henry  Snow  25,000 

When  the  $50,000  stock  is  donated  to  the  treasury  to  provide 
working  capital — 
We  debit 

John  Doe  50,000 

We  credit 

Treasury  stock  50,000 

and  open  an  account  with  treasury  stock  in  the  stock  ledger. 
When  treasury  stock  is  sold — 
We  debit 

Treasury  stock  30,000 

We  credit 

Subscribers  30,000 

When  a  stockholder  sells  a  part  or  all  of  his  shares  to  another 
it  has  no  effect  on  capital  stock  or  treasury  stock  accounts  in  the  stock 
ledger.  The  only  change  takes  place  in  the  accounts  of  the  individual 
stockholders  involved.  The  stock  transferred  is  debited  to  the  ac- 
count of  the  transferor,  and  credited  to  the  account  of  the  transferee. 
Supposing  that  $30,000  treasury  stock  was  purchased  by  Henry 
Benson,  George  Dennis,  and  Richard  Carpenter,  each  purchasing 
$10,000,  the  stock  ledger  and  stock  register — if  one  is  used — ^would 
appear  as  shown  in  the  illustration.  Footing  the  two  sides  of  the 
stock  register  we  find  a  balance  of  1,300  shares  which  is  the  actual 
amount  outstanding,  the  balance  of  200  shares  remaining  in  the 
treasury.  A  trial  balance  also  shows  that  the  stock  ledger  balances 
with  a  credit  of  $20,000  treasury  stock. 
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EXCERCISES 

1.  A  corporation  is  organized  with  a  capital  of  $50,000.00, 
divided  into  500  shares  of  $100.00  each.  The  corporation  begins 
business  when  250  shares  have  been  subscribed  for.  Of  this  amount 
A  subscribes  for  100  shares,  B  for  100  shares,  and  C  for  50  shares. 
These  shares  are  paid  for  in  cash  within  30  days  after  the  date  of 
subscriptions. 

Six  months  later  the  balance  of  the  stock  is  subscribed  for,  sub- 
scriptions being  received  from  A  for  50  shares,  B,  50  shares,  D,  100 
shares,  and  E,  50  shares.  C  sells  50  shares  to  B.  These  new 
shares  are  paid  for  in  cash.  v 

Make  all  entries  in  general  books. 

Make  all  entries  in  stock  books. 

2.  A,  B,  and  C  organize  a  corporation  with  an  authorized 
capitaHzation  of  $100,000.00,  divided  into  1,000  shares  of  $100.00 
each.  A  subscribes  for  400  shares,  B,  300  shares,  and  C,  200  shares. 
The  corporation  buys  from  D  land  and  buildings  for  $20,000.00, 
paying  him  $10,000.00  in  cash  and  issuing  to  him  100  shares  of  stock. 

Subscriptions  are  paid  as  follows:  A  pays  $20,000.00  cash  and 
gives  his  note  due  in  60  days  for  $20,000.00;  B  pays  $20,000.00  cash 
and  gives  his  note  for  $10,000.00  payable  in  30  days;  C  pays  $10,- 
000.00  cash  and  gives  his  note  for  $10,000.00  payable  in  10  days. 

Make  all  entries  in  journal  and  cash  book  and  post  to  ledger. 

Note. — Land  and  buildings  are  grouped  under  the  head  of  real  estate. 

3.  John  Davis  and  Daniel  Greene  own  the  La  Belle  mine,  and 
to  secure  capital  for  its  development  they  decide  to  organize  a  mining 
company  and  to  sell  shares.  A  corporation  is  organized  with  a  capital- 
ization of  $1,000,000.00  in  shares  of  $1.00  each.  Of  this  stock 
999,000  shares  are  issued  to  Davis  and  Greene,  each  receiving  an 
equal  number,  and  they,  in  turn,  deed  the  La  Belle  mine  to  the  com- 
pany. The  remaining  1,000  shares  are  subscribed  and  paid  for  by 
Martin  Otis.  Davis  and  Greene  donate  to  the  treasury  498,000  shares 
to  be  sold  for  the  purpose  of  securing  working  capital.  Tlie  directors, 
by  proper  resolution,  decide  to  sell  200,000  shares:  50,000  shares 
to  be  sold  at  20  cents  on  the  dollar,  50,000  shares  at  25  cents, 
and  100,000  shares  at  35  cents.  The  resolution  also  provides  that 
the  corporation's  liability  for  working  capital  shall  be  no  more  than 
the  amount  realized  from  the  sale  of  treasury  stock.     Subscriptions 
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are  received  for  the  200,000  shares  and  payments  are  made  at  the 
prices  specified. 

Make  all  necessary  entries  to  get  these  transactions  properly 
recorded  on  both  the  general  and  stock  books. 

STOCK  ISSUED  FOR  PROMOTION 

32.  Frequently  when  a  corporation  is  organized,  stock  is  issued 
to  a  promoter  as  payment  for  his  services.  An  enterprise  may  have 
great  latent  possibilities  provided  sufficient  capital  can  be  secured 
for  its  development,  but  until  the  possibilities  for  making  a  profit 
can  be  clearly  shown,  it  is  difficult  to  interest  the  investing  public. 
To  interest  investors  in  an  enterprise  yet  to  be  developed  requires  a 
special  talent  not  possessed  by  the  average  owner  of  a  patent,  mine, 
or  process.  There  are  men  who  possess  this  special  talent  and  who 
make  a  business  of  promoting  companies. 

In  many  cases — probably  most  cases — the  owner  of  the  thing  to 
be  promoted  has  no  money  with  which  to  pay  the  promoter.  Conse- 
quently, the  promoter  first  satisfies  himself  that  the  enterprise  actually 
holds  possibilities  of  profit  and  then  agrees  to  accept  all  or  a  part  of 
his  fees  in  the  stock  of  the  company.  The  portion  of  his  fee  that  he 
is  willing  to  accept  in  stock,  and  the  number  of  shares  demanded,  is 
governed  largely  by  his  own  faith  in  the  enterprise.  His  fee  may  be 
a  certain  per  cent  on  the  stock  sold,  or  it  may  be  an  arbitrary  sum 
represented  by  a  certain  number  of  shares.  When  he  accepts  his 
entire  fee  in  stock,  it  may  represent  from  25  per  cent  to  50  per  cent 
of  the  entire  capitalization,  and  while  the  fee  may  appear  exorbitant 
when  represented  by  the  par  value  of  the  stock,  its  actual  value  to 
him  is  represented  by  the  real  value  of  the  stock,  or  the  price  at 
which  he  could  sell  it. 

Volumes  might  be  written  on  the  subject  of  promotion,  but  our 
special  concern  is  the  proper  treatment  of  promotion  fees  on  the  books 
of  the  company.  Strictly  speaking,  promotion  fees  are  as  much  an 
expense  as  the  cost  of  printing  tlie  company's  prospectus,  but  to 
immediately  charge  it  to  expense  would,  in  many  cases,  cause  the 
accounts  to  show  an  impairment  of  capital  at  the  outset.  Suppose, 
for  example,  that  a  corporation  is  organized  with  a  capital  of  $100,- 
000.00  all  paid  in  cash.  The  promoter  is  paid  a  fee  of  $15,000.00. 
Profits  earned — trading  profits — in  the  first  year  are  $8,000.00,  but 
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we  have  a  charge  of  $15,000.00  for  promotion  in  the  expense  account. 
The  books  show  that  the  company  is  insolvent,  the  liabiUties  l)eing 
S7,000.00  in  excess  of  the  assets,  while  the  business  actually  is  in  a 
healthy  condition. 

Expenses  paid  in  the  regular  course  of  business  are  expected  to 
be  off-set  by  earnings.  WTien  we  pay  rent  for  a  store  or  office  we 
expect  that,  by  reason  of  our  occupancy  of  that  store  or  office  as  a 
place  of  business,  our  earnings  will  be  increased  in  an  amount  greater 
than  that  paid  for  rent.  Promotion  expense  cannot,  in  itself,  pro- 
duce earnings.  The  cash,  or  other  form  of  asset,  received  from  the 
sale  of  stock — the  direct  result  of  promotion  expense — is  ofi-set  by 
the  stock  liability  created.  Earnings  to  off -set  promotion  expense 
must  come  from  future  operations  of  the  business. 

It  has  become  quite  the  general  custom,  therefore,  to  allow  the 
expense  incident  to  the  organization  of  the  company  to  stand  on  the 
books  as  a  fictitious  asset,  under  some  such  caption  as  promotion  ex- 
pense,  'promotion  fund,  or  organization  expense.  The  amount  is 
gradually  reduced  by  charging  a  stated  per  cent  to  profit  and  loss 
each  year. 

There  is  another  special  reason  why  it  w^ould  be  manifestly 
unfair  to  immediately  charge  promotion  fees  to  expense.  Suppose  a 
promoter  receives  20%  of  the  stock  for  his  ser\'ices,  while  the  holders 
of  the  remaining  80%  have  paid  cash  for  their  shares.  Since  the 
80  per  cent  paid  in  cash  must  earn  dividends  on  the  entire  100  per  cent 
of  stock,  it  would  be  unjust  to  the  holders  of  the  80  per  cent  to  with- 
hold dividends  until  the  par  value  of  the  20  per  cent  of  stock  shall 
have  been  added  to  the  assets  of  the  company  from  profits  earned. 

The  Entry.  A  patent  is  owned  by  Geo.  Davis,  who  secures  the 
services  of  Wm.  Lane  to  promote  a  company  to  undertake  its  manu- 
facture. The  corporation  is  capitaUzed  at  $500,000.00.  Davis  sells 
the  patent  to  the  company  receiving  $250,000.00  stock  in  payment, 
and  Lane  receives  $25,000.00  stock  for  promotion,  when  he  has 
secured  subscriptions  for  the  remaining  $225,000.00  at  par.  The 
entries  to  record  the  issue  of  stock  to  Lane  for  promotion  are: 

Subscriptions  $25,000 .  00 

Capital  stock  $25,000.00 

Subscription  of 
Wm.  Lane 
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Promotion  expense  $25,000.00 

Wm.  Lane  $25,000.00 

Fee  due  Wm.  Lane  for 
promotion  of  company 
and  sale  of  stock. 

Wm.  Lane  25,000.00 

Subscriptions  25,000.00 

Amount  due  to  Lane  credited 
to  subscriptions  to  pay  for 
stock  subscribed  by  him. 
The  entries  for  the  shares  issued  to  Davis  and  those  sold  are  the 
same  as  previously  explained  and  illustrated. 

SURPLUS  AND  DIVIDENDS 

33.  The  directors  are  under  no  obligation  to  distribute  in  divi- 
dends the  profits  earned  in  any  one  year.  Instead,  the  by-laws  usually 
provide  that  the  decision  as  to  when  a  dividend  shall  be  declared  is 
to  be  left  entirely  to  the  directors.  They  have  it  in  their  power  to 
retain  of  the  profits  such  an  amount  as,  in  their  judgment,  is  advisable 
or  necessary  to  safeguard  the  interests  of  the  company.  At  the  close 
of  the  fiscal  year  it  is  customary  to  close  profit  and  loss  account,  and 
in  a  corporation  it  is  closed  into  surplus. 

34.  Surplus  Sub=divided.  Sometimes  the  term  surplus  is 
used  to  designate  a  part  of  the  profits  set  aside  for  a  special  purpose, 
as  the  creation  of  a  fund  to  meet  an  obligation  falling  due  at  some 
future  date.  W^hen  surplus  is  treated  as  a  special  fund,  or  when  it 
has  been  provided  by  resolution  of  the  directors  "that  a  certain  sum, 
or  a  certain  per  cent  of  the  profits  shall  be  set  aside  as  a  surplus  fund," 
and  remaining  profits  not  distributed  as  dividends  may  be  placed  to  the 
credit  of  an  account  called  Undivided  Profits  or  U ndisiribuied  Profits. 

In  reality  undivided  profits  is  surplus,  and  the  division  of  the 
account  merely  ser\'es  to  show  that  the  amount  credited  to  surplus 
is  for  some  reason  reserved,  while  the  amount  credited  to  undivided 
profits  is  available  for  dividends  whenever  the  directors  may  so  elect. 
Whether  or  not  the  surplus  should  be  shown  in  the  balance  sheet  under 
these  various  headings,  or  all  under  the  general  head  of  surplus,  with 
explanatory  notes,  is  a  question  which  need  not  concern  us  at  this 
point. 
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35.  Declaring  a  Cash  Dividend.  When  a  dividend  is  declared 
an  account  should  be  opened  under  the  caption  Dividends  Payable 
or  Dividend  No.  1.,  etc.  We  will  suppose  that  a  dividend  has  been 
declared  out  of  the  profits  of  the  business  for  the  current  year.  The 
entry  is:- 

Profit  and  Loss 

Dividends  payable 

Dividend  of %  declared 

by  the  board  of  directors 

1909,  payable 1909. 

When  the  dividend  is  paid  the  entry  will  be — 
Dividends  payable 

Cash 
To  pay  dividend  payable 
1909. 

36.  Declaring  a  Stock  Dividend.  Not  all  dividends  are  paid 
or  payable  in  cash.  Sometimes  the  directors  declare  a  dividend 
payable  in  stock  and  this  is  known  as  a  stock  dividend.  There  may 
be  treasury  stock  in  possession  of  the  treasurer,  and  if  the  books  show 
a  surplus,  which  would  make  it  proper  to  declare  a  cash  dividend, 
a  dividend  may  be  declared  payable  in  treasury  stock.  When  such 
a  dividend  is  declared  the  entry  is — 

Profit  and  Loss 

Stock  dividend 
A  dividend  of  — %  declared 
by  the  board  of  directors 

1909  payable 1909, 

payment  to  be  made  in 
treasury  stock 
Stock  dividend 

Treasury  stock 
To  pay  stock  dividend 

declared 1909. 

The  shares  are  then  transferred  on  the  stock  books  debiting 
treasury  stock  and  crediting  stockholders. 

It  is  not  absolutely  necessary  that  a  company  possess  treasury 
stock  to  declare  a  stock  dividend.  When  current  profits  are  large 
or  a  surplus,  larger  than  the  requirements  of  the  business  demand, 
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has  been  accumulated,  a  stock  dividend  may  be  declared  by  issuing 
additional  shares,  provided  the  original  stock  has  not  all  been  sub- 
scribed for. 

If  a  large  surplus  has  been  accumulated  and  a  part  of  the  stock 
is  unsubscribed,  a  stock  dividend  would  require  the  following  entries: 

Surplus 

Stock  dividend 

A  stock  dividend  of  — % 

declared  by  the  directors  — — 1909 

payable  in  the  unissued 

stock  of  this  company. 

Subscriptions 

Capital  stock 
Additional  stock  subscriptions 
received  from  the  following. 

Stock  dividends 
Subscriptions 

Stock  dividend  due  stockholders 

used  to  off-set  subscriptions. 
The  stock  dividend  is  a  device  frequently  used  to  conceal  actual 
profits,  or  to  cover  up  the  fact  that  dividends  are  being  declared  in 
excess  of  a  fixed  rate.  This  is  especially  true  of  such  public  service 
corporations  as  lighting  companies  or  street  railways.  In  many  cases 
a  company  will  go  through  the  necessary  formalities  to  increase  its 
capital  stock  for  the  purpose  of  absorbing  surplus  by  means  of  a  stock 
dividend. 

37.  Treatment  of  a  Loss.  If,  during  any  year,  the  business  has 
sustained  a  loss,  it  will,  of  course,  appear  as  a  balance  on  the  debit 
side  of  profit  and  loss  account.  This  will  then  be  transferred  to  the 
debit  of  undivided  profits  or  surplus,  if  any,  remaining  from  previous 
years.  For  illustration,  suppose  the  books  show  a  surplus  of  $5,- 
000.00,  undivided  profits  $500.00,  loss  for  the  current  year  $2,500.00, 
the  entry  will  be:- 

Undivided  profits  $   500.00 

Surplus  2,000.00 

Profit  and  loss  $2,500.00 

Loss  for  the  year. 
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If  there  is  no  surplus  remaining  from  former  years,  the  business 
is  insolvent,  in  which  case  the  capital  is  said  to  be  impaired.  This 
can  be  taken  care  of  in  either  of  two  ways.  First — by  the  stock- 
holders subscribing  to  a  fund  to  cover  the  deficiency.  Second — by  a 
reduction  of  the  capital  stock. 

EXERCISES 

1.  David  Francis  and  Henry  Harmon  own  a  large  tract  of 
timber  land  in  Mexico.  In  connection  with  F.  B.  Walker — a  pro- 
moter— they  organize  a  corporation  to  build  railways  and  mills  for 
the  purpose  of  developing  the  property  and  to  market  the  timber. 
The  company  was  capitalized  for  $1,000,000.00.  The  land  was  sold 
to  the  corporation  for  $800,000.00,  stock  to  that  amount  being 
issued  to  Francis  and  Harmon.  Francis  and  Harmon  each  received 
$400,000.00  and  $200,000.00  of  the  capital  stock  was  issued  to 
Walker  as  his  fee  for  promoting  the  company.  Francis  and  Harmon 
each  donate  250  shares,  of  the  par  value  of  $100.00  each,  to  the 
treasury  to  be  sold  to  produce  working  capital. 

2.  The  profits  of  a  manufacturing  company  with  a  paid  up 
capital  of  $100,000.00,  are  $9,765.00.  The  directors,  by  proper 
resolution,  declare  a  cash  dividend  of  6  per  cent,  set  aside  a  surplus 
of  $3,000.00,  and  transfer  the  balance  to  undivided  profits. 

Make  all  necessary  entries  in  general  books,  showing  ledger 
accounts  after  payment  of  dividends. 

3.  The  following  year's  business  of  the  above  company  showed 
a  loss  of  $2,160.00.     How  is  this  loss  disposed  of?     Make  entries. 

4.  A  company  capitalized  at  $250,000.00  has  sold  $100,000.00 
of  its  stock,  the  balance  being  unsubscribed.  Its  accumulated  sur- 
plus is  $90,000.00,  and  the  directors  declare  a  stock  dividend  of  50 
per  cent  to  all  stockholders.     Make  all  entries. 

5.  A  manufacturing  company  has  a  capital  stock  of  $100,000.00. 
One  item  in  its  assets  is  machinery  $26,750.00.  The  profits  for  the 
year  are  $11,640.00.  The  directors  provide  for  a  resen^e  for  depre- 
ciation of  machinery  of  10%  and  declare  a  dividend  of  5%. 

Make  all  entries. 
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CHANGING  BOOKS  FROM  A  PARTNERSHIP  TO  A 
CORPORATION 

38.  Wilson,  Brackett,  and  Nixon  have  been  conducting  a  retail 
clothing  business  under  a  partnership  agreement.  Appreciating  the 
advantages  of  a  corporate  form  of  organization,  they  decide  to  in- 
corporate under  the  name  of  the  Continental  Clothing  Company. 

The  first  step  necessary  to  prepare  for  the  incorporation  of  a 
partnership  is  to  ascertain  the  net  capital  of  the  business  as  it  stands. 
Accordingly, an  inventory  is  taken,  the  books  are  closed,  and  a  balance 
sheet  prepared  with  the  following  results : 

Balance  Sheet  of  Wilson,  Brackett,  and  Nixon 
Assets 

Cash  $  1,650.72 

Bills  receivable  $1,725.00 

Accounts  receivable  3,264.18         4,989.18 

Merchandise  inventory  10,450.00 

Furniture  and  fixtures  4,000.00  14,450.00  $21,089.90 
Liabilities 

Bills  payable  3,000.00 

Accounts  payable  2,089 . 90         5,089.90 

Wilson,  capital  account  7,000.00 
Brackett,  capital  account  5,000.00 
Nixon,  capital  account  4,000.00       16,000.00       21,089.90 

From  this  balance  sheet  it  is  seen  that  the  net  capital  is  $16,000.00, 
of  which  Wilson  owns  $7,000.00,  Brackett,  $5,000.00,  and  Nixon, 
$4,000.00.  On  this  showing,  it  is  decided  to  form  the  company  with 
a  capital  stock  of  $20,000.00,  all  of  which  is  to  be  issued  as  full  paid 
stock  to  the  partners  in  proportion  to  their  interests  in  the  partnership. 
New  books  are  opened  for  the  corporation  and  the  next  step  is 
to  transfer  the  accounts  of  the  partnership  to  the  corporation.  An 
account  is  opened  in  the  partnership  ledger  with  the  Continental 
Clothing  Company  and  the  following  entry  is  made : 
Continental  Clothing  Co.         $21,089.90 

Cash  $  1,650.72 

Bills  receivable  1,725.00 
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Accounts  receivable  $  3,264.18 

Merchandise  inventory  10,450.00 

Furniture  and  fixtures  4,000.00 

The  above  entry  closes  all  of  the  asset  accounts  and  shows  that 

they  have  been  transferred  to  the  new  company. 

The  next  entry  is: 

Bills  payable  $  3,000.00 

Accounts  payable  2,089.90 

Wilson  7,000.00 

Brackett  5,000.00 

Nixon  4,000.00 

Continental  Clothing  Co.  S21 ,089 .  90 

The  above  entry  closes  the  liability  and  partners'  accounts 
showing  that  they  have  been  transferred  to  the  new  company  and  also 
closes  the  account  of  the  Continental  Clothing  Co. 

39.  Entries  on  the  Corporation  Books.  We  are  now  ready  to 
open  the  books  of  the  new  company.  Subscription  books  are  opened 
and  the  following  subscriptions  are  received : 

Wilson  8,750.00 

Brackett  6,250.00 

Nixon  5,000.00 

The  net  assets  of  the  partnership  are  $4,000.00  less  than  the 
capital  stock  of  the  new  company.  No  money  is  to  be  invested  to 
cover  this  discrepancy,  so  it  will  be  necessary  to  account  for  it  on  the 
books  by  opening  a  fictitious  asset  account  under  some  such  name 
as  goodwill.  Having  made  this  provision,  the  books  of  the  new 
company  are  opened  by  the  following  entries: 

Subscriptions  20,000.00 

Capital  stock  20,000.00 

Subscriptions  received 
as  per  subscription  books. 


Cash 

1,650.72 

Bills  receivable 

1,725.00 

Accounts  receivable 

3,264.18 

Merchandise  inventory 

10,450.00 

Furniture  and  fixtures 

4,000.00 

Goodwill 

4,000.00 
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Bills  payable  $3,000.00 

Accounts  payable  2,089.90 

Subscriptions  20,000.00 

The  business  and  good  will  of  the 
firm  of  Wilson,  Brackett,  and 
Nixon  transferred  to  this  company 
in  payment  of  subscriptions 
to  capital  stock. 
These  entries  serve  to  get  the  capital  stock,  also  the  assets  and 
liabilities  of  the  partnership  properly  recorded  on  the  books  of  the 
new  company. 

STOCK  DONATED  TO  EMPLOYES 

40.  A  partnership  composed  of  Benson,  Black,  and  Mabley 
is  conducting  a  retail  hardware  business.  They  desire  to  give  their 
bookkeeper  (Parker)  an  interest  in  the  business.  The  firm  has  the 
following  assets  and  liabilities: 

Assets 
Cash  $  3,000.00 

Accounts  receivable  2,000.00 

Merchandise  15,000.00 

Total  assets  $20,000.00 

Liabilities 
Accounts  payable  2,000.00 

Benson  capital  6,000.00 

Black  capital  6,000.00 

Mabley  capital  6,000.00 

Total  liabilities  20,000 .  00 

They  incorporate  the  Benson  Company  with  a  capitalization  of 
$40,000.00  divided  into  400  shares  of  $100.00  each.  Benson,  Black, 
and  Mabley  each  subscribe  for  100  shares,  and  20  shares  are  presented 
to  Parker.  The  balance  of  the  stock  is  to  remain  unsubscribed  until 
such  time  as  it  is  decided  to  accept  further  subscriptions.  The 
business  of  the  partnership  is  to  be  accepted  by  the  company  in  pay- 
ment of  subscriptions  which  have  been  made,  and  which  arc  for  320 
shares  or  $32,000.00.  The  net  assets  of  the  partnership  Ix^ing 
$18,000.00,  goodwill  must  repre.sent  the  balance  of  $14,000.00. 
The  entries  on  the  books  of  the  partnership  follow — 
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The  Benson  Co. 

$20,000.00 

Cash 

$  3,000.00 

Accounts  receivable 

2,000.00 

Merchandise  inv. 

2,000.00 

15,000.00 

Accounts  payable 

Benson 

6,000.00 

Black 
Mabley 

6,000.00 
6,000.00 

The  Benson  Co.  20,000.00 

41.  On  Books  of  the  Benson  Co.  The  entries  on  the  books 
of  the  new  company  are  the  same  as  in  previous  illustrations,  the  stock 
donated  to  Parker  having  been  a  gift  from  the  partnership  and  the 
amount  included  in  the  goodwill. 

Subscriptions  32,000.00 

Capital  stock  32,000.00 


Cash 

3,000.00 

Accounts  receivable 

2,000.00 

Merchandise  inventory 

15,000.00 

Goodwill 

14,000.00 

Accounts  payable 

2,000.00 

Subscriptions 

32,000.00 

42.    When  the  Gift  is  Made  by  an  Existing  Corporation.    We 

will  suppose  that  the  Benson  Co.  wishes  to  donate  10  shares  of  stock 
to  each  of  three  employes,  A,  B,  and  C.  Having  80  shares  unsub- 
scribed, the  donation  will  be  made  from  that  stock.  Supposing  that 
the  company  has  accumulated  a  surplus,  the  transaction  will  be 
entered  on  the  books  as  follows: 

Subscriptions  3,000 .  00 

Capital  stock  3,000.00 

Subscriptions  of  A,  B,  &  C 

per  subscription  book. 

Surplus  3,000.00 

Subscription  3,000.00 

Surplus  appropriated  to  sub- 
scriptions per  resolution  of  the 
board  of  directors 
Jan.  25th,  1909. 
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The  above  would  be  a  rather  unusual  proceeding  as  the 
stock  is  fully  paid,  though  such  gifts  are  sometimes  made.  The 
tendency  of  the  present  times  is  toward  profit  sharing  for  the 
employes  of  corporations.  The  plan  of  profit  sharing  takes  many 
forms,  and  there  are  some  notable  examples  among  very  large 
corporations  which  have  given  employes  stock  in  the  corpora- 
tion, or  afforded  them  an  opportunity  to  acquire  stock  on  very 
favorable  terms. 

Among  smaller  corporations  it  is  quite  common  to  enable  em- 
ployes to  acquire  its  stock  subject  to  certain  special  conditions. 
Frequendy  employes  are  permitted  to  subscribe  for  stock  with  an 
agreement  that  they  are  to  pay  no  money,  but  that  dividends  declared 
are  to  be  applied  to  the  payment  of  subscriptions.  In  this  way  the 
stock  is  made  to  pay  for  itself  out  of  its  own  earnings.  Sometimes 
provision  is  made  for  the  payment  of  small  annual  installments  on 
the  subscriptions  in  addition  to  applying  the  dividends.  When 
stock  is  issued  to  employes  under  these  conditions,  the  contract  some- 
times specifies  that  in  the  event  of  the  subscriber  leaving  its  employ 
before  the  subscription  is  paid  in  full,  the  ownership  of  the  stock 
shall  revert  to  the  company,  and  in  such  cases  the  stock,  until  it  be- 
comes full  paid,  is  usually  placed  in  the  hands  of  a  trustee.  The 
principal  object  in  issuing  stock  to  an  employe  and  surrounding  the 
transaction  with  these  restrictions  is,  of  course,  to  insure  his  continu- 
ous service  by  making  it  an  object  to  him  to  remain  in  the  employ  of 
the  company. 

When  stock  is  so  issued,  the  entry  is — 

Subscriptions 

Capital  stock 

Subscriptions  to  stock 

by  employes,  said  stock 

to  be  issued  subject  to  the 

conditions  named  in  the  res- 
olution authorizing  its  issue, 

passed  by  the  board  of 

directors  January  25th,  1909. 
The  subscription  account  is  left  open  until  such  time  as  it  is 
closed  by  the  payments  credited.     When  a  dividend  is  declared  the 
entries  are — 
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Surplus 

Dividends  payable 

Being  a  dividend  of % 

declared  by  the  board  of 

directors  on 1909 

payable  — 1909. 


Dividends  payable 
Subscriptions 
Dividend  applied  to  the 
payment  of  subscriptions. 

Another  provision  sometimes  met  with  in  the  issue  of  stock  to 
an  employe  is  that  in  lieu  of  an  increase  in  salary  he  shall  receive,  at 
the  end  of  the  year,  a  certain  amount  in  stock.  He  is  then  permitted 
to  subscribe  for  a  stated  amount  of  stock  and  to  apply  the  bonus,  or 
added  salary,  as  a  payment.  The  bonus  is  usually  a  stated  per  cent  of 
sales  or  of  net  profits.     When  such  a  contingency  arises  the  entry  is — 

Salaries 

John  Jones 
— %  of  sales  as 
per  agreement. 
John  Jones 

Subscriptions 
Amt.  due  applied  in 
payment  of  stock  subscription. 
If  he  has  no  account,  on  the  books  the  transaction  may  be 
recorded  by  one  entry — 

Salaries  $1,500.00 

Subscriptions  $  1 ,500 .  00 


WHEN  STOCK  SUBSCRIPTIONS  ARE  NEVER  FULLY  PAID 

43.  Corporations  are  sometimes  organized  with  all  capital 
stock  subscribed  but  only  paid  for  in  part,  and  the  balance  of  sub- 
scriptions never  called  for.  T.  C.  Harris,  John  Alfred,  and  M.  B. 
Hatch  organize  a  company  to  conduct  the  business  of  buying,  selling, 
and  renting  automobiles  with  a  capital  stock  of  $15,000.00,  each  sub- 
scribing for  $5,000.00.    A  cash  payment  of  25%  is  made  on  the  stock 
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and  the  balance  is  to  be  paid  in  when  called  for.     The  entries  stand  on 
the  books  as  follows — 

Subscriptions  $15,000 .  00 

Capital  stock  $15,000.00 

Cash  3,750.00 

Subscriptions  3,750 .  00 

The  business  prospers  to  such  an  extent  that  the  profits  provide 
sufficient  money  and  it  is  not  likely  that  the  stockholders  will  be  called 
upon  for  further  payments.  It  is  decided  to  reduce  the  stock  to 
$5,000 . 00  and  to  declare  a  dividend  to  make  this  stock  full  paid.  The 
entries  for  these  transactions  follow : 

Capital  stock  10,000.00 

Subscriptions  10,000.00 

Capital  stock  reduced  in  accordance 
with  resolution  of  board  of  directors 
passed  Jan.  27,  1909. 

Surplus  1,250.00 

Dividends  payable  1,250.00 

Dividend  declared  by  board 
of  directors  Jan.  27,  1909, 
payable  immediately. 

Dividends  payable  1 ,250 .  00 

Su  bscriptions  1 ,250 .  00 

Dividends  applied  to  the 
payment  of  stock  subscriptions. 
The  original  stock  certificates  are  now  surrendered  and  new  ones 
issued  in  their  place.     In  the  stock  ledger  the  stockholders  are  debited 
and  capital  stock  credited  for  the  shares  surrendered.    Then,  capital 
stock  is  debited  and  stockholders  credited  for  the  new  shares  issued. 
It  might  happen  that  a  corporation  wishes  to  reduce  the  capital 
stock  held   by  stockholders  without  having  it  appear  that  capital 
stock  has  l)een  reduced.     This  has  been  done  by  purcliasing  its  stock 
and  placing  it  in  the  treasury.     Payment  for  the  stock  may  l)e  made 
in  cash  or  notes,  or  it  may  be  taken  from  surplus.     The  entries  would 
be— 

Treasury  stock  10,000 .  00 

Cash  10,000.00 
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or 

Treasury'  stock  $10,000.00 

Bills  payable  $10,000.00 

or 
Treasury  stock  10,000.00 

Surplus  10,000.00 

If  the  capital  stock  is  to  be  reduced  on  the  books,  capital  stock 
will  take  the  place  of  treasury  stock  in  these  entries  as — 
Capital  stock  10,000.00 

Cash  10,000.00 

EXERCISES 

1.  Parsons,  Young,  and  Searles  are  partners  and  decide  to  form 
a  corporation  with  capital  stock  of  $40,000.00,  which  is  to  be  issued 
as  full  paid  stock  in  exchange  for  their  present  business.  Each 
partner  is  to  receive  stock  in  proportion  to  his  interest  in  the  present 
business.     The  balance  sheet  of  the  partnership  is  as  follows: 

Assets 

Cash  3,500.00 

Bills  receivable  6,000.00 

Accounts  receivable  6,500.00 


30,000.00 


Merchandise 

14,000.00 

Total 

Liabilities 

Bills  payable 

4,000.00 

Accounts  payable 

2,000.00 

Parsons 

10,000.00 

Young 

8,000.00 

Searles 

6,000.00 

Total 

30,000.00 

Make  entries  on  books  of  the  partnership. 

Make  entries  on  books  of  the  corporation. 

2.     Hoadley  and  Stockton  are  partners  and  desire  to  incorporate  i 
a  company  with  a  capital  of  $10,000.00  to  take  over  their^business. 
It  being  necessary  to  have  three  incorporators  they  agree  to  give 
Hopper,  an  employee,  10  shares — $1,000.00 — of  the  stock  of  the  new' 
company.     The  stock  is  to  be  divided  equally  between  Hoadley  andj 
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The  balance  sheet  of  the 


Stockton  after  giving  Hopper 

$1,000.00.    The  1 

partnership  is  as  follows: 

Assets 

Cash 

$   960.00 

Accounts  receivable 

1,570.00 

Merchandise 

720.00 

Total 

Liabilities 

Accounts  payable 

460.00 

Bills  payable 

500.00 

Hoadley 

1,145.00 

Stockton 

1,145.00 

Total 

$3,250.00 


3,250.00 

Make  all  necessary  entries  on  the  books  of  the  partnership. 
Make  open  entries  on  the  books  of  the  new  company. 

3.  The  National  Manufacturing  Co.,  has  an  authorized  capital 
of  $100,000.00  of  which  $60,000.00  is  paid  up  and  $40,000.00  un- 
subscribed. It  is  decided  to  permit  employes  to  subscribe  for  $10,- 
000.00  of  the  stock  by  paying  10  per  cent  in  cash,  all  dividends  de- 
clared to  be  applied  to  the  payment  of  subscriptions. 

What  entries  are  made  when  this  stock  is  subscribed  for? 
A  10  per  cent  dividend  being  declared  at  the  end  of  the  first  year 
what  entry  is  required? 

4.  The  Atlas  Novelty  Co.  has  a  capital  stock  of  $50,000.00. 
All  of  the  stock  has  been  subscribed  for,  but  only  40  per  cent  has 
been  paid.  A  surplus  of  $10,000.00  has  been  accumulated.  It  is 
desired  to  reduce  the  stock  to  $25,000.00  full  paid.  What  is  the 
necessary  proceeding,  and  what  entries  are  required? 

5.  A  company  has  a  capital  stock  of  $50,000.00  full  paid,  and 
a  surplus  of  $11,172.00.  A  stockholder  who  owns  $7,000.00  stock 
in  the  company  wishes  to  dispose  of  his  stock  and,  to  secure  cash, 
offers  to  sell  it  to  the  company  at  par.  His  offer  is  accepted  and  the 
stock  purchased,  but  the  company  does  not  wish  to  reduce  its  capital- 
ization.    What  is  the  entry? 

RESERVBS  AND  THEIR  TREATMENT 

44.  A  reserve  is  an  amount  retained  from  current  earnings  to 
meet  a    future  contingency.     According  to  a    prominent   authority 
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whose  recent  discussions  of  this  subject  have  attracted  attention, 
a  reserve  is  an  expression  of  the  judgment  of  the  accountant  as  to 
ivhat  amount  will  be  necessary  to  meet  a  contingency.  Reserves  are 
created  for  many  purposes,  among  which  the  following  are  good 
examples. 

Reserves  for  had  debts.  An  amount — usually  a  stated  per  cent 
of  accounts  receivable — annually  set  aside  to  cover  losses  from  un- 
collectable  accounts. 

Reserves  for  Replacement.  The  plant — buildings  and  machinery 
— will  wear  out,  no  matter  how  substantially  built.  A  charge  is 
made  against  current  earnings  to  create  a  reserve  which  will  provide 
for  a  renewal  of  the  plant,  or  any  part  of  it,  when  worn  out.  Separate 
reserves  are  usually  maintained  for  buildings  and  machinery. 

Reserves  for  Patents,  Franchise,  Goodwill  and  similar  fictitious 
assets.  An  annual  charge  of  an  amount  sufficient  to  extinguish  the 
value  at  which  the  fictitious  asset  has  been  placed  on  the  books. 

Reserves  for  permanent  improvements  on  leased  property.  Perma- 
nent buildings,  title  to  which  will  revert  to  the  lessor  at  the  expiration 
of  the  lease,  are  sometimes  erected  on  leased  property.  A  reserve 
is  created  to  absorb  the  cost  of  such  improvements  during  the  life  of 
the  lease. 

Reserves  for  buildings  in  hazardous  undertakings.  In  certain 
lines  of  business,  manufacturing  plants  are  erected  with  the  expecta- 
tion of  having  a  permanent  supply  of  raw  material.  If  the  supply 
gives  out,  the  plant  may  be  valueless  for  other  purposes.  Examples 
are  oil  wells  and  mines.       A  reserve  is  created  to  absorb  the  cost. 

The  reserve  is  coming  into  more  general  use  every  year,  especially 
by  corporations,  whose  managers  see  the  necessity  of  providing  for 
these  contingencies.  When  a  machine  wears  out  it  must  be  replaced. 
If  no  reserve  has  been  created,  the  money  for  its  replacement  must 
come  from  current  earnings,  or  be  provided  by  borrowing  money  or 
increasing  capital.  The  better  plan  is  to  make  provision  in  advance 
by  creating  a  reserve. 

The  amount  of  the  reserve  should  be  the  value  of  the  asset,  and 
the  sum  set  aside  annually  should  be  sufScient  to  equal  the  value  of 
the  asset  at  the  end  of  its  estimated  life.  To  illustrate,  if  a  machine 
is  estimated  to  last  10  years,  the  annual  reserve  for  depreciation 
should  be  10%  of  its  cost.     The  reserve  is  carried  on  the  books  as 
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a  liability  and  is  an  off-set  to  the  asset  which  it  is  to  replace.  If 
we  were  to  prepare  a  statement  of  the  value  of  machinery  as 
shown  by  the  books  we  would  state  it  in  this  form — 

Machinery  $20,000 

Less  reserve  for  depreciation  2,000 

$18,000 

This  shows  the  exact  amount  at  which  this  asset  is  valued. 
Taking  the  illustration  referred  to — at  the  end  of  10  years  the 
liability  reserve  for  depreciation  will  equal  the  asset  machinery,  and 
the  funds  which  have  been  reserved  from  profits  during  the  past 
10  years  will  be  available  for  the  purchase  of  new  machinery. 

45.  Reserves  and  Reserve  Funds.  A  reserve  is  any  portion  of 
profits  withheld  from  distribution.  In  this  sense,  the  assets  offset 
in  the  ledger  accounts  by  a  credit  to  surplus  is  a  reserve.  But 
the  term  is  usually  applied  to  an  "ear-marked"  surplus;  that  is,  to 
a  portion  of  profits  reserved  or  set  apart  to  meet  a  particular 
contingency  or  to  provide  for  certain  unusual  expenditures,  as, 
for  example,  to  cover  the  cost  of  a  new  building. 

A  reserve  fund  consists  of  specific  assets,  usually  cash,  set  aside 
and  deposited  with  a  bank  or  other  trustee,  through  whom  a  cash 
fund  may  be  invested  in  interest  bearing  but  quick  securities  for 
purposes  of  having  cash  available  for  meeting  anticipated  needs. 

46.  Sinking  Funds.  A  sinking  fund  is  an  amount  set  aside 
out  of  profits  to  meet  an  anticipated  liability,  or  an  obligation 
which  is  to  fall  due  at  some  future  date.  Sinking  funds  are  set 
aside  for  such  purposes  as  the  payment  of  bonds  at  maturity, 
mortgages,  etc.  The  sinking  fund  is  the  amount  which,  invested 
at  compound  interest,  will  produce  the  desired  amount  at  the  end 
of  the  period. 

A  sinking  fund  is  an  asset  and  may  or  may  not  be  withdrawn 
from  the  business.  Frequently  a  sinking  fund  is  invested  in  securi- 
ties, such  as  government  bonds,  which  are  placed  in  the  hands  of 
a  trustee,  thus  insuring  against  the  withdrawal  of  tlie  funds  from 
actual  use  in  the  business. 

Unlike  a  reserve,  a  sinking  fund  has  no  effect  on  the  apparent 
profits  of  the  period  in  which  it  is  created.  It  does,  however,  tie  up 
or  render  unavailable  for  dividends  a  certain  part  of  those  profits. 
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Whether  or  not  it  is  carried  on  the  books  in  a  separate  account,  a 
sinking  fund  is  a  part  of  the  assets  of  a  business. 

47.  Computing  Sinking  Funds.  The  amount  necessary  to 
set  aside  at  the  end  of  the  year  to  provide  a  given  sum  in  a  stipulated 
number  of  years  at  a  stated  rate  of  interest,  compounded  annually, 
may  be  found  as  follows : 

Divide  the  interest  for  one  year  upon  the  sum  to  be  accumulated 
by  the  compound  interest  upon  $1.00  for  the  stipulated  time.  The 
result  will  be  the  amount  necessary  to  invest  at  the  end  of  each  year. 

If  the  amount  is  to  be  invested  at  the  beginning  of  the  year, 
divide  the  result  obtained  as  above  by  the  amount  of  $1.00  for  one 
year. 

Example.  To  provide  for  payment  of  $50,000.00  at  the  end 
of  15  years,  what  amount  must  be  put  into  a  sinking  fund  at  the  end 
of  each  year,  if  the  fund  is  invested  to  earn  3%  compound  interest? 
Interest  on  $50,000.00  for  1  year  at  3  %  is  $1,500.00.  Compound 
interest  on  $1.00  for  15  years  at  3%  is  .55797.  Dividing  $1,500.00 
by  .55797  gives  $2,688.32,  the  amount  necessary  to  put  into  the  fund 
annually.  If  this  amount  is  to  be  invested  at  the  beginning  of  each 
year,  divide  the  above  result  ($2,688.32)  by  $1.03  (the  amount  of 
$1.00  for  one  year  at  3%)  and  we  obtain  $2,610.02  the  amount  needed. 

BONDS 

4S.  In  the  sense  here  used  a  bond  is  the  written  obligation  of  a 
corporation  to  pay  a  certain  amount  at  a  specified  future  date.  Bonds 
are  usually  secured  by  a  mortgage  on  all  or  a  part  of  the  property  of 
the  corporation. 

A  bond  issue  is  a  favorite  method  of  borrowing  money  with 
corporations.  Bonds  can  be  issued  in  any  denomination,  and  by 
reason  of  this  a  loan  can  be  distributed  among  a  large  number  of 
investors.  Being  secured  by  mortgage  on  the  company's  property 
the  bonds  of  a  corporation  are  very  frequently  more  desirable  invest- 
ments than  its  stocks.  Interest  on  bonds  must  be  paid  before  div- 
idends can  be  declared. 

Bonds  can  only  be  issued  with  the  consent  of  the  holders  of  a 
certain  per  cent  of  the  stock. 

49.  Classes  of  Bonds.  The  bonds  of  corporations  are  of  several 
classes,  as  follows: 
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A  first  mortgage  bond  is  one  secured  by  first  mortgage  on  the 
company's  property. 

A  second  mortgage  bond  is  one  secured  by  second  mortgage. 
Interest  cannot  be  paid  on  second  mortgage  bonds  until  it  has  been 
paid  on  the  first  mortgage  bonds. 

General  mortgage  bonds  are  those  secured  by  a  general  mortgage 
on  all  of  the  company's  property. 

Collateral  bonds  are  secured  by  the  deposit  of  collateral  security. 

A  debenture  is  a  bond  with  no  other  security  than  the  good  name 
of  the  company. 

Refunding  bonds  are  those  issued  in  place  of  maturing  bonds 
which  the  company  does  not  wish  to  pay  in  cash. 

Equipment  bonds  are  those  secured  by  the  rolling  stock  of  a 
railway,  and  are  also  known  as  car  trust  certificates. 

A  gold  bond  is  any  form  of  bond,  the  terms  of  which  specify  that 
it  shall  be  paid  in  gold . 

Registered  bonds  are  those,  the  names  of  the  owners  of  which 
must  be  registered  on  the  books  of  the  company.  Ownership  of  a 
registered  bond  can  be  transferred  only  on  the  books  of  the  company. 

50.  Bond  Liability.  When  bonds  are  issued  by  a  corporation, 
either  public  or  private,  an  account  is  opened  under  some  such  caption 
as  bond  issue  or  bonds  payable.  As  fast  as  bonds  are  sold  the  proceeds 
are  credited  to  this  account,  which  represents  a  liability.  A  new 
account  should  be  opened  for  each  issue  of  bonds. 

The  bonds  of  a  given  issue  will  all  bear  the  same  date,  with 
interest  payable  from  that  date.  We  will  suppose  that  a  corporation 
issues  its  bonds  for  $100,000.00  in  denominations  of  $1,000.00  each. 
These  bonds  are  dated  Feb.  1st,  and  bear  interest  at  5  per  cent  pay- 
able annually.  They  are  payable  at  the  end  of  10  years  from  date. 
The  company  agrees  to  maintain  a  sinking  fund  of  an  amount  suffi- 
cient to  pay  the  bonds  at  maturity  if  invested  in  securities  drawing  4 
per  cent  interest,  and  to  invest  the  fund  in  such  securities  which  are 
to  be  placed  in  the  hands  of  a  trustee. 

During  the  first  year  bonds  are  sold  in  the  amounts  and  under  the 
conditions  which  follow: 

First.  On  the  date  of  issue  $10,000.00  of  these  bonds  are  sold 
at  par. 

Second.     At  the  end  of  three  months  $10,000.00  of  the  bonds 
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are  sold  at  101  and  accrued  interest,  yielding  $10,225.00  of  which 
$10,000.00  is  principal,  $100.00  premium,  and  $125.00  interest. 

Third.  The  next  sale  is  $10,000.00  of  the  bonds  at  98,  interest 
accrued  $250.00,  yielding  $10,050.00  made  up  of  principal  $10,000.00, 
less  discount  $200.00,  and  interest  $250.00. 
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51.  Premium  on  Bonds.  When  bonds  are  sold  at  a  price  above 
par,  the  premium  should  be  credited  to  a  p-emium  on  bonds  account. 
When  sold  below  par,  the  discount  may  be  charged  to  the  same 
account. 

52.  Interest  on  Bonds.  The  interest  paid  on  bonds  may  be 
charged  to  an  interest  on  bonds  account,  which  keeps  it  separate  from 
the  regular  interest  account.  When  bonds  are  sold  with  accrued 
interest,  which  is  paid  by  the  purchaser,  the  accrued  interest  is  credited 
to  interest  on  bonds. 

53.  Expense  of  Bond  Issue.  All  expenses  incurred  in  the  issue 
and  sale  of  bonds  should  be  charged  to  expense  of  bond  issue  account. 
The  account  can  be  closed  into  profit  and  loss  immediately,  or  it  is 
proper  to  spread  it  over  the  life  of  the  bonds,  charging  off  the  proper 
amount  each  year.  It  is  also  considered  proper  to  charge  discount 
on  bonds  to  this  account. 

54.  Continuing  the  example  in  Art.  50,  we  find  that  the  amount 
of  bonds  outstanding  is  $30,000.00,  and  a  sinking  fund  must  be 
established  which  will  equal  this  amount  when  the  bonds  mature. 
Following  the  rule  in  Art.  47,  we  divide  the  interest  on  $30,000.00  for 
one  year  at  4  per  cent  ($1,200.00)  by  the  compound  interest  on  $1.00 
for  10  years  at  4  =  (.48024)  obtaining  as  a  result  $2,498.75,  the  amount 
necessary  to  be  invested  at  the  end  of  each  year  This  amount  must 
be  provided  each  year  for  permanent  investment  to  meet  the  principal 
and  an  additional  $1,500.00  must  be  provided  each  year  for  interest. 

The  entries  which  follow  are  the  ones  necessary  to  record  the 
sales  shown  in  Art.  50. 


—  Feb.  1  — 

Cash                                   $10,000.00 

Bond  issue 

$10,000.00 

—  May  1  — 

Cash                                     10,225.00 

Bond  issue 

10,000.00 

Premium  on  bonds 

100.00 

Interest  on  bonds 

125.00 
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—  Aug.  1  — 
Cash  $10,050.00 

Expense  of  bond  issue 

(discount)  200.00 

Bond  issue  $10,000.00 

Interest  on  bonds  250.00 

At  the  end  of  the  year  when  the  interest  is  paid  and  the  first 
installment  of  the  sinking  fund  is  set  aside,  these  entries  are  made: 

—  January  31  — 
Interest  on  bonds  1,500.00 

Cash  1,500.00 

Sinking  fund  2,498.75 

Cash  2,498.75 

The  illustrations  (page  46)  show  the  status  of  all  of  these 
ledger  accounts  at  the  end  of  the  year. 

MANUFACTURING  AND  COST  ACCOUNTS 

55.  Manufacturing  began  in  this  country  many  years  ago  and 
was  for  a  long  time  confined  to  the  eastern  and  New  England  states. 
Encouraged  and  fostered  by  national,  state,  and  local  governments, 
and  by  discoveries  of  sources  of  suppHes,  it  has  extended  to  all  parts 
of  the  country.  Manufacturing  has  grown  to  proportions  which 
place  it  at  the  very  head  of  our  industries,  if  we  except  agriculture, 
the  growth  of  which  has  been  largely  influenced  by  the  progress  in 
manufactures.  One  result  is  that  the  business  of  manufacturing  has 
perhaps  more  than  any  other,  attracted  capital  from  great  numbers 
of  investors,  large  and  small.  Owing  to  its  very  nature,  manu- 
facturing readily  lends  itself  to  the  corporate  form  of  organization,  and 
it  is  for  manufacturing  that  a  very  great  number  of  corporations 
have  been  formed.  Manufacturing  has,  therefore,  been  selected  for 
a  more  complete  exposition  of  corporation  accounting. 

The  accounts  of  a  manufacturing  business  are  to  a  certain  ex- 
tent peculiar  to  itself.  Regardless  of  the  nature  of  the  product,  there 
are  certain  underlying  principles  which  should  govern  the  devising  of 
a  system  of  accounts  for  a  manufacturing  business.  Perhaps  the 
most  important  feature  to  be  kept  in  mind  is  to  so  arrange  the  system 
that  the  cost  of  manufacturing  the  goods  will  be  shown. 
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Correct  cost  accounting  methods  are  of  greater  importance  to  the 
manufacturer  than  the  method  of  keeping  accounts  with  his  customers. 
He  cannot  afford  to  wait  until  the  end  of  the  year  for  results ;  he  must 
know  what  his  goods  cost  him  if  he  is  to  inteUigently  make  selUng 
prices.  There  are  so  many  opportunities  for  fluctuations  in  manu- 
facturing costs  that  the  accounts  must  at  least  show  approximate  re- 
sults at  all  times. 

Cost  accounting  is  a  profession  in  itself,  and  it  is  not  our  purpose 
to  discuss,  in  this  paper,  all  of  the  details  of  collecting  data  in  the 
factory  and  shop.  The  purpose  of  this  paper  is  to  show  the  accounts 
with  which  a  bookkeeper  for  a  manufacturing  business  should  become 
familiar.  Even  when  a  manufacturer  does  not  maintain  a  complete 
cost  accounting  system  the  bookkeeper  can  produce  some  valuable 
statistics  by  a  proper  arrangement  of  the  accounts. 

ACCOUNTS  USED 

56.  For  the  purpose  of  illustration  we  have  selected  aTepresenta- 
tive  schedule  of  the  accounts  of  a  manufacturing  business.  The 
following  accounts  are  those  which  have  a  direct  bearing  on  the 
manufacturing  branch  of  a  business  and  do  not  include  the  adminis- 
trative and  selling  branches. 

FACTORY  ASSETS 

1.  Real  Estate.     Includes  the  cost  of  land  and  factory  buildings. 

2.  Machinery.  Charged  with  the  cost  of  all  machinery  in- 
cluding total  cost  of  installation.  Freight,  cartage,  and  cost  of  erecting 
the  machine  ready  for  use  should  be  included. 

3.  Patterns  and  Tools.  Charged  through  cash  and  purchase 
book  for  all  patterns  and  tools  purchased.  Charged  through  cash 
book  and  journal — with  proper  credit  to  material  and  labor  accounts 
— if  manufactured  in  the  factory. 

4.  Material  Purchases.  Charged  through  purchase  and  cash 
books  for  all  purchases  of  material  that  enters  into  the  product.  Cost 
includes  charges  for  delivery.  Credited  for  all  material  used  in  the 
factory.  This  may  be  subdivided  int(>  several  accounts  to  represent 
the  different  classes  of  material  used — as  iron,  steel,  lumber,  leather, 
hardware,  etc. 
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5.  Supplies  Purchases.  Charged  through  purchase  and  cash 
books  for  all  purchases  of  factory  suppHes,  Hke  oil,  waste,  belt  lacing, 
and  similar  items.     Credited  for  all  supplies  used  in  the  factory. 

6.  Finished  Goods.  Charged  for  all  goods  finished,  usually  at 
cost  of  manufacture.  Sometimes  a  small  factory  profit  is  added. 
This  account  represents  a  purchase  account  to  the  commercial  de- 
partment, as  it  represents  the  cost  of  goods  to  them. 

FACTORY  EXPENSES 

7.  Salaries.  Charged  for  salaries  of  superintendent,  assistant 
superintendent,  and  factory  clerks. 

8.  Labor.  Charged  through  cash  and  pay  roll  books  for  the 
amount  of  all  factory  pay-rolls. 

9.  Experimental.  Charged  through  cash  and  pay-roll  books 
and  journal  for  all  labor  and  material  used  in  experimental  work 
carried  on  for  the  purpose  of  improving  the  product. 

10.  General  Factory  Expense.  Charged  through  cash  and 
purchase  books  for  cost  of  miscellaneous  factory  expense  items  not 
otherwise  accounted  for. 

11.  Power,  Heat,  and  Light.  Charged  for  fuel,  oils,  water, 
wages  of  engineer  and  firemen,  electricity  (when  purchased),  and  all 
other  items  entering  into  their  cost. 

12.  Building  Maintenance  and  Repairs.  Charged  through 
cash  and  purchase  books  for  materials  purchased  specially  for  repairs 
to  buildings.  Charged  through  journal  and  pay-roll  book  for  labor 
and  materials  or  supplies  consumed  in  maintenance  and  repairs  to 
buildings. 

13.  Repairs  to  Machinery.    Treated  the  same  as  No.  12. 

14.  Repairs  to  Patterns  and  Tools.    Treated  the  same  as  No.  13. 

15.  Insurance.  Charged  through  cash  book  for  all  premiums 
paid  for  insurance  on  buildings  and  contents. 

16.  Taxes.     Charged  for  all  state,  county,  and  city  taxes. 

17.  Depreciation  of  Buildings.  An  amount  charged  off  each 
year  to  cover  depreciation. 

18.  Depreciation  of  Machinery.  Treated  the  same  as  No.  17. 
Depreciation  based  on  estimated  Hfe  of  machine. 

19.  Depreciation  of  Patterns  and  Tools.  Treated  the  same  as 
No.  18. 
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SUMMARY  ACCOUNTS 

20.  Manufacturing  Account.  Charged  for  cost  of  labor  and 
material  consumed  in  manufacture  of  goods;  charged  for  proper 
proportion  of  all  expense  accounts;  credited  with  cost  of  all  finished 
goods.     Balance  represents  cost  of  all  goods  in  process. 

COLLECTING   COST   STATISTICS 

57.  Routine  Followed.  The  notes  following  the  names  of 
the  accounts  in  the  above  schedule  explain  their  purpose  and  show 
clearly  how  charges  are  made  direct  to  the  expense  accounts.  Further 
explanations  are  necessary  in  regard  to  charges  and  credits  to  manu- 
facturing account. 

Labor  is  easily  disposed  of  as  the  amount  standing  to  the  debit 
of  labor  account  at  the  end  of  the  month  is  transferred  to  the  debit  of 
manufacturing  account,  closing  labor  account. 

Material  charges  are  more  difficult  to  handle.  In  all  well-regu- 
lated factories  all  material  is  as  carefully  accounted  for  as  cash. 
Proper  storage  rooms  are  provided  in  which  all  material  is  stored. 
These  rooms  are  placed  in  charge  of  a  man  known  as  stockkeeper 
or  stores  clerk,  and  no  one  is  allowed  to  take  material  from  the  store- 
rooms without  first  presenting  a  written  order,  signed  by  the  foreman, 
showing  for  what  purpose  the  material  is  to  be  used.  This  order  is 
retained  by  the  stockkeeper  and  after  he  has  posted  the  material  to 
his  own  records  he  sends  it  to  the  bookkeeper.  From  these  orders, 
the  bookkeeper  compiles  a  record  of  material  withdrawn  and,  at  the 
end  of  the  month,  the  amount  is  debited  to  manufacturing  account 
and  credited  to  material  purchases. 

The  stockkeeper  keeps  a  record  of  all  material  received  and 
delivered  and  the  balance  of  his  accounts  shows  the  quantities  of  the 
different  materials  which  he  should  have  in  stock.  His  record  should 
agree  with  the  balance  of  material  purchases  account. 

When  a  stockkeeper  is  not  employed  it  is  necessary  to  have 
reports  from  the  factory.  The  bookkeeper  should  arrange  to  obtain 
daily  reports  from  the  foremen  showing  all  materials  taken  into  their 
departments  which  are  to  be  used  in  the  manufacture  of  the  regular 
product.  If  any  of  this  material  is  to  be  used  for  the  manufacture  of 
tools  or  patterns  for  use  in  the  factory,  or  for  repairs  to  tools,  patterns, 
machinery,  or  buildings,  it  should  be  noted  on  the  report  with  astate- 
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ment  of  the  exact  purpose  for  which  it  is  intended.  From  these 
reports,  the  bookkeeper  will  compile  his  material  records  which  will 
be  credited  to  material  purchases,  and  charged  to  manufacturing 
account  and  the  different  repair  accounts  at  the  end  of  the  month. 

Supplies  are  handled  the  same  as  materials,  except  that  where 
this  is  a  small  item  it  is  sometimes  treated  as  an  expense  account. 
Where  a  considerable  value  is  involved  it  is  preferable  to  consider  it 
as  a  subdivision  of  the  material  account. 

The  expense  accounts  must  be  charged  on  a  percentage  basis 
for  the  reason  that  the  amounts  actually  expended  vary  in  different 
months,  and  an  expense  item  paid  in  one  month  may  cover  that 
particular  expense  for  an  entire  year.  Such  items  are  insurance 
premiums  and  taxes,  paid  once  a  year  to  cover  twelve  months.  Other 
expense  items  like  experimental,  power,  and  repairs  are  difficult 
to  determine  for  a  single  month.  It  is  customary  to  base  the  charge 
for  these  items  on  the  records  for  the  previous  year.  The  amount  of 
such  expenses  for  a  year  is  divided  by  twelve  and  each  month  one 
twelfth  of  the  amount  is  charged  to  the  manufacturing  account  and 
credited  to  the  expense  account.  If  there  is  any  discrepancy  at  the 
end  of  the  year  it  is  adjusted  by  a  debit  or  credit  to  finished  goods. 

Reports  should  be  made  daily  by  all  foremen  showing  exactly 
what  partly  finished  goods  are  received  in  their  department  and  the 
quantity  delivered  to  the  next  department.  A  record  of  these  reports 
should  be  kept,  which  will  show  at  all  times  the  quantity  of  goods  in 
process  in  each  department.  Reports  of  finished  goods  received  in 
the  stock  room  will  show  the  quantity  manufactured,  or  rather 
finished,  during  the  month.     See  report  form  illustrated  on  page  53. 

If  all  goods  on  which  work  had  been  started  were  finished,  the 
charges  to  manufacturing  account  would  represent  their  exact  cost, 
but  there  is  always  a  certain  quantity  of  goods  in  various  stages  of 
manufacture,  and  the  amount  already  expended  on  them  must  be 
considered.  Therefore  an  inventory  is  taken  of  goods  in  process. 
Great  care  must  be  exercised,  in  taking  this  inventory,  that  too  high 
a  value  is  not  placed  on  partly  finished  goods,  for  if  the  valuation  is 
too  high  the  apparent  cost  of  finished  goods  will  be  less  than  actual 
cost.  It  is  of  utmost  importance  that  the  cost  of  manufacture  be  not 
understated,  for  it  is  on  this  cost  that  selling  prices  will  be  based. 
This  is  one  reason  why  some  manufacturers  add  a  small  factory 

366 


DAILY    REPORT 

The  follo\A/mg  goods  cmd  materials  hctx/^e    been  r-e- 
ceiy^ed  anci  exeli\yered  by    tJiis    department. 

DATE 

« 

MATERIAL     RECEIVED                                                         | 

QUANTITY 

ARTICLE 

FOR 

GOODS  IN  PROCESS   RECEIVED                                       | 

QUANTITY 

ARTICLE 

FROM  WHAT  DEPARTMENT 

GOODS    DELIVERED                                                     1 

QUANTITY 

ARTICLE 

TO  WHOM  DELIVERED 

FOREMAN 

Daily  Ueporl  of  Work  in  Process 
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profit.  Unless  a  complete  system  of  cost  accounting  is  maintained, 
this  inventory  of  goods  in  process  must  be  an  estimate,  but  the  record 
of  goods  in  process  in  each  department  will  be  of  considerable  assist- 
ance in  making  the  estimate. 

When  the  inventory  is  complete  the  amount  should  be  deducted 
from  the  total  debits  to  manufacturing  account,  which  will  show  the 
cost  of  goods  manufactured.  This  cost  should  then  be  credited  to 
manufacturing  account  and  charged  to  finished  goods  account. 
Manufacturing  account  will  now  show  a  debit  balance  representing 
cost  of  goods  in  process. 

This  method  will  produce  very  satisfactory  results  for  factories 
in  which  but  one  line  of  goods  is  manufactured,  but  does  not  supply 
the  information  required  where  several  styles,  sizes,  or  lines  are  made. 
For  one  line  of  goods  it  is  only  necessary  to  divide  the  total  cost  by 
the  quantity  produced,  as  pounds,  feet,  dozen,  or  gross  to  find  the 
cost  of  a  single  unit.  In  the  more  complicated  business  a  detailed  cost 
system  would  be  required. 

PAY = ROLL  RECORDS 

58.  In  connection  with  the  labor  account,  the  manner  of  keeping 
the  pay-roll  record  is  of  considerable  importance.  Like  most  other 
forms  of  record,  pay-roll  books  are  made  to  suit  the  needs  of  the 
individual  concern.  For  a  manufacturing  business  a  feature  to  be 
kept  in  mind  is  such  an  arrangement  as  will  give  the  most  complete 
record  of  the  cost  of  labor  in  each  separate  department.  Where  men 
are  never  transferred  from  one  department  to  another  during  a 
weekly  or  monthly  pay-roll  period,  this  result  would  be  obtained  by 
a  simple  grouping  of  the  names  by  departments.  In  many  manu- 
facturing lines,  however,  workmen  are  frequently  transferred  so  that 
to  obtain  costs  for  departments  it  is  necessary  to  provide  special  forms 
for  distribution. 

But  why  go  to  the  trouble  of  distributing  the  pay-roll  by  depart- 
ments? That  we  may  more  closely  watch  expenses  and  costs.  The 
reports  which  the  bookkeeper  receives  from  foremen  show  quantities 
of  goods  passing  through  each  department.  If  the  pay-roll  is  sec- 
tionalized  it  will  enable  the  bookkeeper  to  determine  the  labor  cost 
per  unit  of  goods  manufactured  in  each  department.  A  comparison 
of  these  costs  from  month  to  month  will  be  of  value  in  showing  change,' 
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in  cost.  The  form  illustrated  provides  for  a  business  having  four 
departments  and  paying  employes  both  on  piece  work  and  day  wage 
plans. 

i  EXPENSE  INVENTORY 

59.  WTien  the  books  are  closed,  it  usually  happens  that  cer- 
tain expense  accounts  show  expenditures  for  items  of  expense 
that  are  not  accrued.  Illustrations  are  insurance  and  taxes  paid 
yearly  in  advance.  Suppose  insurance  premiums  to  the  amount  of 
$150.00  are  paid  on  April  1st  to  cover  insurance  for  one  year.  If 
the  books  are  closed  July  1st,  9/12  of  this  amount  will  have  been  paid 
for  insurance  that  we  have  not  received — the  premium  has  not  been 
earned.  The  inventory  will  also  show  unused  material  which  has 
been  charged  to  such  expense  accounts  as  repairs.  It  is  proper  to 
take  an  inventory  of  these  amounts,  treating  them  as  assets  in  the 
balance  sheet. 

To  properly  record  all  such  unearned  expenses  and  make  the 
books  agree  with  the  balance  sheet,  an  account  should  be  opened 
under  the  title  of  Expense  Inventory,  to  which  these  items  will  be 
charged,  with  corresponding  credits  to  the  proper  expense  accounts. 
After  the  books  have  been  closed,  these  items  will  be  charged  to  the 
expense  accounts,  and  credited  to  expense  inventory,  closing  the  latter 
account. 

EXPENSE  LIABILITY 

60.  Certain  expenses  will  have  accrued  which  have  not 
been  paid.  Such  an  item  is  interest  on  bills  payable,  bonds,  or 
mortgages,  or  taxes  due  and  unpaid.  These  items  should  be  treated 
as  liabilities  in  the  balance  sheet.  An  account  called  Expense 
Accrued  should  be  opened  and  credited  with  these  items,  with  cor- 
responding debits  to  expense  accounts.  When  the  books  have  been 
closed,  this  account  is  closed  by  crediting  the  items  to  the  expense 
accounts  from  which  they  were  received. 

BALANCE  LEDGER 

61.  A  form  of  ledger  now  in  quite  common  use  is  known  as 
the  balance  ledger.  The  form  differs  from  the  standard  ledger 
form  in  being  provided  with  an  extra  column  in  the  center  in  which 
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balances  are  extended.  If  the  bookkeeper  when  posting,  extends 
the  balance  after  each  item  is  posted,  much  time  is  saved  in  looking 
up  accounts  and  in  taking  trial  balances.  The  nature  of  the  account 
will  usually  indicate  whether  there  is  a  debit  or  credit  balance.  Ac- 
counts in  the  sales  ledger  will  usually  show  a  debit  balance,  while 
one  in  the  purchase  ledger  will  have  a  credit  balance.  If  the  balance 
is  the  opposite  from  what  is  to  be  expected  it  may  be  indicated  by 
placing  the  letter  D  in  front  of  the  amount  in  the  balance  column  for 
debits,  or  the  letter  C  after  the  amount  for  credits. 


DATE 

FOLIO 

DR. 

BALANC^     CR.^FOLIO 

DATE 

r 

1 

. 

Center-Ruled  Balance  Ledger 

SAMPLE  TRANSACTIONS 

62.  The  following  transactions  exhibit  the  accounts  which 
are  special  to  a  manufacturing  business  without  including  the  com- 
mercial accounts  which  record  sales.  The  manner  of  keeping  those 
accounts  is  the  same  for  a  manufacturing  business  as  for  any  other. 

Being  a  business  conducted  by  a  corporation  these  accounts  in- 
clude the  stock  accounts  usually  kept  in  the  general  books.  The 
auxiliary  stock  books  are  omitted,  it  being  felt  that  the  special  illus- 
trations of  such  books  will  have  been  sufficient  to  give  the  student  a 
thorough  understanding  of  their  uses. 

The  books  required  in  the  manufacturing  business,  omitting 
sales  accounts,  are  itwaice  rcguter  or  purchcusc  book,  cash  hook, 
journal,  pay-roll  distribution  book,  purchase  ledger,  and  general  ledger. 

A  corporation  known  as  the  Atlas  Manufacturing  Co.,  is  organ~ 
ized  with  an  authorized  capitalization  of  $100,000.00,  with  the  pro- 
vision that  business  is  to  begin  when  $50,000.00  of  the  stock  has  been 
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subscribed,  and  $25,000.00  paid  in.  The  incorporators  are  Henry 
Biddle,  John  Noonan,  David  Snow,  Henry  Farwell,and  George  Dunn. 
Each  incorporator  subscribes  for  $10,000.00  stock  payable  one-half 
down  and  one-half  in  30  days.     The  detailed  record  follows: 

—  March  1  — 

Received  subscriptions  to  the  capital  stock, 
payable  one-half  down,  and  one-half  in  30 
days,  from  the  following.  Stock  is  to  be 
issued  when  paid  in  full. 


Henry  Biddle 

$10,000.00 

John  Noonan 

10,000.00 

David  Snow 

10,000.00 

Henry  Farwell 

10,000.00 

George  Dunn 

10,000.00 

Received  cash  in  payment  oj 

I  subscriptions 

from  the  following: 

Henry  Biddle 

5,000.00 

John  Noonan 

5,000.00 

David  Snow 

5,000.00 

George  Dunn 

5,000.00 

Received  from 

Henry  Farwell 

His  note  at  30  days  w 

ith  6%  i 

nterest  in  pay 

- 

ment  of   installment 

on   his 

subscription 
itional  Bank 

5,000.00 

Deposited  cash  in  Se 

cond  Nj 

20,000.00 

Received  from 

—  2  — 

Derby  Desk  Co. 

Invoice  H,  terms 

iN/30 

Charge  to  office  fixtures 

350.00 

—  3  — 

Leased  for  two  years  from  Jacob  Newman 
a  factory  building  at  an  annual  rental  of 
$1,800.00,  payable  quarterly  in  advance. 
Gave  him  check  No.  1  for  3  months'  rent. 
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—  4  — 

The  following  invoices  are  entered — 
Meyers  Engine  Co. 
Invoice  No.  2,  terms  N/30 
Charge  to  machinery  $1,500.00 

—  4  — 
Patton  Machine  Co. 
Invoice  No.  3,  terms  N/30 

Charge  to  machinery  3,500.00 

—  4  — 
Danforth  &  Co. 

Invoice  No.  4,  terms  2/10,  N/30 

Charge  to  material.  960.00 

—  5~ 

The  following  invoices  are  entered — 
Franklin  Printing  Co. 
Invoice  No.  5,  terms  2/10,  N/30 
Charge  to  office  supplies  165.40 

—  5  — 
Slade  Oil  Co. 

Invoice  No.  6,  terms  3/10,  N/30 

Charge  to  supplies  54 .  25 

—  6  — 

Norwich  Machine  Co. 

Invoice  No.  7,  terms  N/30 

Charge  to  machinery  8,500.00 

—  6  — 

Paid  freight  by  check  No.  2  to 

T.  Fogarty,  Agt. 

Machinery  $216.20 

Materials  11.60  227.80 

—  8  — 
Francis  &  Co. 

Invoice  No.  8,  terms  3/10,  N/30 
Charge  to  materials  640 .  00 
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—  9  — 

Stevens  &  Co. 

Invoice  No.  9,  tern^s  3/10,  N/30 

Charge  material  $225.00 

—  9  — 
Gave  Danforth  &  Co. 
Check  No.  3 

To  pay  bill  of  March  2     $  960.00 

Less  2%  19.20  940.80 

—  10  — 
Lackawana  Coal  Co. 
Invoice  No.  10,  terms  N/30 

:     Charge  power,  heat,  &  light  185.00 

—  11  — 
Gave  Frankling  Printing  Co. 
Check  No.  4. 

To  pay  bill  of  March  4         165 .  40 

Less  2%  3.31  162.09 

—  12  — 

Danforth  &  Co. 

Invoice  No.  11,  terms  2/10,  N/30 

Charge  material  315.00 

—  13  — 
Drew  check  No.  5. 

for  2  weeks'  pay-roll  220.50 

Charge  machinery  178.50 

for  cost  of  installing 

Building  maintenance  42.00 

for  repairs  to  building 

per  pay-roll  distribution 

—  15  — 
G€iv€  Derby  Desk  Co. 
Check  No.  6 
To  pay  bill  of  March  1  350.00 
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—  15  — 

Gave  Slade  Oil  Co. 

Check  No.  7 

To  pay  bill  of  March  5 

$  54.25 

Less  3% 

1.63 

—  17  — 

Gave  Francis  &  Co. 

Check  No.  8 

To  pay  bill  of  March  7 

640.00 

Less  3% 

19.20 

—  18  — 

Gave  Stevens  &  Co. 

Check  No.  9 

To  pay  bill  of  March  8 

225.00 

Less  3% 

6.75 

$  52.62 


620.80 


218.25 

—  19  — 
Eureka  Tool  Co. 

Invoice  No.  12,  terms  N/30 

Charge  tools  250.00 

—  20  — 
Check  No.  10 

for  1  week's  pay-roll 

Charge  labor  326.25 

Charge  tools  27.50  353.75 

(Making  tools  for  shop  per 

pay-roll  distribution) 

—  22  — 
Received  from  Danforth  &  Co. 

Credit  memo.  63.00 

for  damaged  goods  in  lot 

covered  by  invoice  dated  3/12 

Credit  material 

Gtive  them  check  No.  11 

For  acct.  252.00 

Less  2%  5.04  246.96 
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—  27  — 


Check  No.  12 
for  1  week's  pay-roll 
Charge  labor  per 
pay-roll  distribution 

$  342.70 

—  30  — 

Gave  Norwich  Machine  Co. 

Note  of  Henry  Farwell     $5,000.00 

Accrued  interest                       25.00 

5,025.00 

Gave  them  check  No.   13 
to  pay  their  account 

3,475.00 

—  31  — 

Salaries  check  No.  14 

for  salaries  of  Supt.  &  Clerks  350 .  00 

63.  Manufacturing  Data.  The  following  data  has  been  col- 
lected by  the  bookkeeper  from  the  reports  of  superintendent  and 
foremen,  and  from  the  inventories  taken  at  the  end  of  the   month. 


INIaterial  issued  to  factory 

1,003.35 

Material  used  for  building  repairs 

50.00 

Inventories 

Supplies 

45.00 

Rent  (unexpired) 

300.00 

Power,  heat,  and  light  (Coal) 

150.00 

Office  supphes 

140.40 

Goods  in  process — material  602.00 

Labor                                       400.00* 

1,002.00 

We  will  now  close  the  ledger  to  ascertain  manufacturing  results 
for  the  month,  by  making  the  following  adjusting  entries  in  the 
journal — 

Debit  Manufacturing  Account 

for  material  issued  to  factory. 
Debit  Building  Maintenance  and  Repairs 

for  material  used  in  repairs. 
Credit  Material  Purchases 
,  for  both  of  the  above. 
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Debit  Manufacturing  Account 

for  Labor  Account 

for  Supplies  used — found  by  deducting 
inventory  from  supplies  purchases. 

for  Salaries  Account 

for  Rent  one  month 

for  Power,  Heat,  and  Light — found  as  above 

for  Building  Repairs 

for  Office  Supplies — found  as  above 
Credit  accounts  representing  above 

for  amounts  charged. 
The  manufacturing  account  will  now  show,  on  the  debit  side 
the  total  manufacturing  expense  for  the  month.  The  next  step 
is  to  find  the  cost  of  finished  goods  to  be  credited  to  manufacturing 
account  and  charged  to  finished  goods  account.  Our  inventory  of 
goods  in  process,  which  includes  material  and  labor  only,  amounts 
to  $1,002.00.  The  labor  account  and  reports  from  foremen  show 
that  the  amount  of  these  items  used  in  the  factory  is  $1,672.30.  In 
round  numbers,  the  former  is  60%  of  the  latter,  that  is,  sixty  per 
cent  of  the  work  started  is  still  in  process.  We  will  assume,  therefore, 
that  this  is  a  fair  percentage  to  be  used  in  determining  the  expense 
items  invested  in  goods  in  process.  Taking  60%  of  the  total  manu- 
facturing expense  gives  $1,400.13,  which,  deducted  from  the  total, 
leaves  $933 .42  as  the  cost  of  finished  goods. 

In  this  case  the  per  cent  of  goods  in  process  is  large  for  the 
reason  that  it  is  the  first  month  of  operation.  The  results  in  succeed- 
ing months  will  be  more  nearly  equal.  If  the  factory  is  running 
regularly,  turning  out  practically  the  same  quantities  each  month, 
the  quantity  of  finished  goods  will  just  about  equal  the  work  started 
in  any  one  month. 

Should  we  wish  to  show  a  factory  profit  of  10%,  it  will  be  neces- 
sary to  add  10%  to  the  cost  of  finished  goods  which  will  then  repre- 
sent the  cost  to  be  used  by  the  sales  end  of  the  business.  Since  we 
have  no  account  to  which  this  amount  can  properly  be  credited,  we 
will  open  a  new  account  called  contingent  profits,  which  will  be  closed 
into  profit  and  loss  at  the  end  of  the  year. 

Since  we  are  not  closing  the  books  for  the  purpose  of  making  a 
balance  sheet,  we  do  not  close  the  expense  accounts  into  an  expense 
inventory  account  as  explained  in  article  59.  Instead,  the  balances 
are  allowed  to  stand  until  such  time  as  the  books  are  finally  closed. 
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Purchase  Ledger  Statement 

EXERCISE 

The  transactions  given  in  this  exercise  are  a  continuation  of  the 
business  referred  to  in  the  preceding  articles.  During  the  month 
of  April  the  following  transactions  are  recorded. 
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Material  purchases 

$  2,670.00 

Supplies  purchases 

127.50 

Patterns  and  tools  purchases 

150.00 

Cash  received  on  subscriptions 

25,000.00 

Deposited  in  Bank 

25,000.00 

Checks  drawn 

Purchase  accounts 

5,500.00 

Salaries 

375.00 

Pay-rolls 

1,670.20 

distributed  as  follows: 

Labor                                       $1,652.70 

Machinery  repairs 

17.50 

David  Snow 

10,000.00 

(Stock  purchased  at  par  by  Company) 

The  following  data  is  obtained  from 

the  reports 

of  foremen  and 

inventories  taken  at  the  end  of  the  month; 

Material  issued  to  factory 

2,261.00 

to  be  used  in  manufacturing  goods. 

Material  used  in  machinery 

repairs 

16.70 

Inventories,  April  30 

Supplies 

147.00 

Rent  (unexpired) 

150.00 

Power,  heat,  and  light  (Coal) 

75.00 

Office  supplies 

118.40 

Goods  in  process — material 

615.00 

Labor 

410.00 

1,025.00 

1.  Find  value  of  goods  in  process,  using  the  same  percentages 
in  estimating  expense  items  as  shown  for  material  and  labor. 

2.  Make  journal  entries  closing  accounts  into  manufacturing 
account  to  show  cost  of  goods  completed  during  the  month. 

Note: — To  find  total  cost  of  material  and  labor,  used  and  partly  used, 
add  to  the  amounts  shown  for  one  month  the  inventory  of  the  same  items  at 
end  of  preceding  month. 

3.  Make  trial  balance  of  general  ledger  after  books  are  closed 
as  shown  in  model  set. 
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The  page  numbers  of  this  volume  will  be  found  at  the  bottom  of  the  pages; 
the  numbers  at  the  top  refer  only  to  the  section. 
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Page 


Abstract  of  sales 

221 

Balance 

12 

Acceptances 

23 

Balance  ledger 

370 

Account,  classes  of 

31 

>,  56 

Balance  sheet                              66, 

,  130 

merchandise  account 

37 

Bank  deposits 

23 

nominal  account 

36 

check  books 

23 

personal  accounts 

35 

depositing  cash 

24 

real  account 

35 

indorsement  of  checks 

24 

representative  account 

36 

pass  book 

24 

Account  books,  classes  of 

15 

signature  card 

23 

cash  books 

16 

treatment  of  petty  cash 

25 

day  book 

16 

Bill 

19 

invoice  or  bill 

19 

Bill  book 

21 

journal 

18 

Bills  payable 

21 

ledger 

19 

Bills  receivable 

21 

order  book 

16 

Blank  indorsement 

24 

purchase  book 

18 

Blotter 

111 

sales  book 

18 

Bonds 

358 

Account  sales,  partial 

244 

bond  liabihty 

359 

Accounting  charts   (see  Charting 

expense  of  bond  issue 

361 

accounts) 

interest  on  bonds 

361 

Accrued  charges,  handling  in 

con- 

premium  on  bonds 

361 

signment  accounts 

249 

Books  of  original  entry 

15 

Active  assets 

43 

1,  44 

Books  of  record 

15 

Advances  by  consignee 

243, 

251 

C 

Advertising  account 

224 

Agency  sales 

235 

Capital,  definition  of 

319 

Assets,  classes  of 

43 

1,  56 

Capital  stock  (see  Stock,  capital) 

fixed  assets 

43 

Capitalization 

319 

fictitious  assets 

44 

capital  and  capital  stock 

319 

floating  assets 

44 

kinds  of  stock 

320 

passive  assets 

44 

treasury  stock 

320 

Assets  and  liabilities,  statement  of 

103 

watered  stock 

321 

Auction  market 

262 

Car  trust  certificates 

359 

Audited  vouchers,  filing 

280 

Cash  book                              16,  55, 

189 

Auditing  of  invoices 

280 

posting  from 

55 

Auxiliary  books 

15 

Cash  discounts,  treatment  of 

60 

Average  storage 

231 

discounts  allowed 

60 

Note. — For  page  numbers  see  fool  of  pages. 
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Page 
Cash  discounts,  treatment  of  (con- 
tinued) 
discounts  earned  61 

entering  cash  discounts  in  cash 

book  60 

Cash  dividend,  declaring  344 

Cash  joiu-nal  189 

Cash  received  book  229 

Cash  sales  251 

Center  ruled  ledger  133 

Charting  accounts  299-313 

chart  explained  306 

manufacturing  accounts  303 

small  trading  business  300 

Check,  indorsement  of  24 

Check  books  23 

Check  register  225 

checks  in  pads  225 

Closing  books  101,  129,  157 

Closing  entries  in   joint  venture 

accounts  259 

Collateral  bonds  359 

Combined  order  and  sales  record    220 
Combined    purchase    ledger    and 

invoice  file  291 

Combined  receiving  and  sales  book  254 
Combined  shipment  and  consign- 
ment 256 
Commission  merchant  practice        260 
Commission  sales  book  254 
Common  stock                                    320 
Consignee,  status  of    246,  247,- 25 1,252 
Consignments                             247,  262 
on  accotmt                                       262 
cash  sales                                         251 
combined   receiving    and    sales 

book  254 

consignee  not  a  debtor  247 

consignments  kept  separate  249 

handling  accrued  charges  249 

habiUty  of  consignee  252 

personification   of   consignment 

account  252 

sales  book  249 

Consignor,  protecting  interests  of   252 
Consohdated  joint  venture  state- 
ment 257 

Note. — For  page  numbers  see  foul  of  pages. 
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Contingent  profits  377 

Controlling  accounts  186,  240 

Corporation  accounts  315-390 

capitaUzation  319 

classification  of  corporations        315 

closing  transfer  books  324 

corporation  bookkeeping  325 

corporations  315 

creation  of  corporations  317 

dividends  323 

management  of  corporations        321 

manufacturing  and   cost 

accounts  362 

powers  of  corporations  323 

sale  of  stock  below  par  325 

stock  subscriptions  321 

stockholder  317 

stockholders'  meetings  325 

Corporation  bookkeeping  325 

bonds  358 

books  required  326 

changing  books  from  partner- 
ship to  corporation  347 
entries  in  stock  books  335 
opening  entries  329 
reserves  and  tlieir  treatment  355 
stock  donateci  ,  i  employes  349 
stock  issued  for  promotion  341 
stock    subscriptions    not    fully 

paid  352 

surplus  and  dividends  343 

Cost  statistics,  collecting  365 

balance  ledger  370 

expense  inventory  II,  370 

expense  habihty  370 

manufacturing  data  376 

pay-roll  records  368 

routine  followed  365 

Counter  book  111 

Credit  11 

Cross  entries  48 

Cumulative  preferred  stock  320 


D 


Day  book 

16,  83 

Da  j'-book- j  ournal 

84 

Debenture  bond 

359 
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Page 

Debit  11 

Del  credere  sales  245 

Departmental  records  139 

Deposit  ticket  23 

Depositing  cash  24 
Directors  of  corporation,  powers 

of  322 

Discount 

bank  23 

cash  60 

Dissolution  of  partnership  178 

Dividend  book  328 

Dividends  323,  343 

stock  dividends  324 

Dormant  partners  15(5 

Double  entry  12,  102 

changing  from  single  entry  to      102 

Drafts 

journalizing  78 

time  and  sight  23 

E 

Equipment  bonds  359 

Exchange  23 

Executing  vouchers  280 

Expense  account  46,  190 

Expense  inventory  370 

Expense  liability  370 


Factory  assets 

363 

Factory  expenses 

364 

Fictitious  assets 

43 

Filing  vouchers 

280,  281,  282 

First  mortgage  bond 

359 

Fixed  assets 

43 

Floating  assets 

G 
General  expense,  cost  as 

43,  44 

items  of    246 

General  ledger 

186 

General  mortgage  bonds 

359 

Gold  bond 

359 

Goods  in  process,  inventory  of        366 

Gross  profit,  transfer  of 

65 

Guaranteed  stock 

320 

Indexing  vouchers 
Indorsement  of  checks 
Installment  book 
Insurance  account 
Interest  account 
Interest  on  bonds 
Inventory 

closing  books 

of  goods  in  process 

pricing 
Invoice 

auditing  of 
Invoice  register 


Page 

282 

24 

327 

47 

47 

361 

128,  366 

129 

366 

129 

19 

280 

189 


H 

Heat  and  light  account 

Note. — For  page  numbers  see  foot  of  pages. 
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Joint  stock  companies 
Joint  ventures 

closing  entries 

combined    shipment 
signment 

consolidated       joint 
statement 

two  kinds  of 
Journal 

posting  from 
Journal  voucher 
Journalizing 

drafts 

notes 

three-column  journal 

L 

Labor  account 
Ledger 

in  wholesale  houses 
Ledger  index 
Letter  of  advice 
Liabilities 
Loss,  treatment  of 
Lot  numb(!r  of  consignment 

M 

Management  of  corporations 
powers  of  corporations 
powers  of  directors  and  oflicors 
stockholder's  rights 


316 
255 
259 
and    con- 

256 
venture 

257 

255 

18,  54 

54 

265,  273 

19,  48,  73,  79 

79 

73 

48 


48 

19,  185 

185 

20 
238 

56 
345 
249 


321 
323 
322 
323 
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Page 
Manufacturing  and  cost  accounts 

64,  29G,  303,  362 

accounts  used  363 

chart  of  303 

cost  statistics,  collecting  365 

factory  assets  363 

factory  expenses  364 

in  private  ledger  296 

summary  accounts  365 

Memorandum  accounts  246 

Memorandum  book  254 

Merchandise  account  37 

Merchandise  inventory  account         66 

Minute  book  327 

N 


Net  gain 

63,  65 

Net  loss 

63 

"No  name"  consignments 

248 

Nominal  account 

36 

Nominal  partners 

155 

Non-cumulative  preferred  stock 

320 

Non-stock  corporation 

315 

Notes,  journalizing 

73 

o 

Officers  of  corporation,  powers  of  322 
Opening    entries    in    corporation 

books  329 

Opening  partnership  books  157 

Order  blanks  187 

filling  orders  187 

Order  book  16 

Original  entry,  books  of  15 

Ostensible  partners  155 
Out  freight,  treatment  of           47,  222 


Packing  and  shipping  224 

Paid  vouchers,  filing  281 

Partnership  155 

capital  and  personal  accounts  156 
changing  books  to  double  entry  102 
changing  books  to  those  of  cor- 
poration 347 
closing  books  157 
dissolution  178 

Note. — For  page  numbers  see  foot  of  pages. 
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Partnership  (continued) 

interest  on  investment  156 

kinds  of  partners  155 

opening  books  157 

participation  in  profits  156 

partnership  agreements  155 

sale  of  partnership  178 

Pass  book  24 

Passive  assets  43,  44 

Pay-roll  records  368 

Paying  vouchers  281 

Personal  accounts  35 

Personification 

of  consignment  account  252 

of  shipment  account  243 

Petty  cash,  treatment  of  25 

Petty  cash  book  25 

Petty  cash  voucher  191 

Posting,  rules  for  19,  54 

posting  from  cash  book  55 

posting  from  journal  54 

routine  54 

Preferred  stock  320 

Premium 

on  bonds  361 

on  stock  335 

Present  worth  66 

Pricing  goods  at  inventory  129 

Principal  books  15 

Private  corporations  315 

Private  ledger  294 

advantages  of  294 

how  operated  295 

manufacturing  accounts  in  296 

Profit,      determining      in     single 

entry  100 
Profit  and  loss  56,  63 
manufacturing  account  64 
trading  account  63 
transfer  of  net  profit  65 
turnover  64 
Promissory  notes  21 
acceptances  23 
bill  book  21 
bills  receivable  and   bills  pay- 
able 21 
discount  and  exchange  23 
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Page 

1 

Page 

Promotion,  stock  issued  for 

341 

Salesmen,   salaries   and   expenses 

Proprietor's  account 

112 

of 

224 

Protested  paper,  treatment  of 

102 

Scale  book 

133 

Public  corporation 

31o 

Second  mortgage  bond 

359 

Purchase  account 

37 

Secret  partners 

155 

Purchase  book 

18 

Shipments 

236 

Purchase  controlling  account 

187 

accounting  purpose 

237 

Purchase  ledger 

185 

memorandum  accounts 
personification      of      shipment 

246 

R 

accounts 

243 

Real  account 

35 

procedure  when  partial  account 

Receiving  book 

248 

sales  received 

244 

Refunding  bonds 

359 

sales  on  account,  etc. 

245 

Registered  bonds 

359 

shipment   account    a    subdivi- 

Registering vouchers 

280 

sion  of   merchandise  ac- 

Registrar of  corporation 

328 

count 

242 

Rent  account 

47 

simple  accounting  methods 

236 

Representative  account 

36 

use  of  controlling  accounts 

240 

Reserves 

355 

Shipments  and  consignments  235- 

-262 

Retail  business 

111 

agency  sales 

235 

books  used 

111 

commission  merchant  practice 

260 

opening  books 

111 

consignments 

247 

proprietor's  account 

112 

joint  ventures 

255 

statements 

112 

scope  of  transactions 

235 

Retail  coal  books 

133 

shipments 

236 

uncollectable  accounts 

134 

terminology 

235 

Retail  grocery  business 

84 

Sight  draft 

23 

Revenue  accounts 

46 

Signature  card 

23 

expense 

46 

Silent  partners 

155 

revenue  expenditures 

46 

Simple  storage 

231 

revenue  receipts 

46 

Single  entry  bookkeeping      12,  83- 

-109 

changing  to  double  entry 

102 

S 

changing  partnership  books  to 

Salaries  account 

48 

double  entry 

102 

Sale  of  partnership 

178 

closing  bo'jks 

101 

Sales  account 

38 

determining  profit 

1(K) 

Sales  on  account 

245 

introduction 

83 

Sales  book                           18,  188 

,  249 

retail  grocery  business 

84 

Sales  controlling  account 

186 

statement    of    assets    and    lia- 

Sales expense 

224 

bilities 

103 

advertising 

224 

statement  of  ledger 

104 

packing  and  shipping 

224 

Single  proprietors'  and  partners' 

salaries  of  salesmen 

224 

accounts                 84,  111 

-183 

traveling  expenses  of  salesmen 

224 

departmental  records 

139 

Sales  ledger 

186 

inventory 

128 

Sales  sheets 

255 

partnership 

155 

Sales  tickets 

138 

retail  business 

111 

Note. — For  page  numbers  see  foot  of  pages. 
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Single  proprietors'  and  partners' 

accounts  (continued) 

retail  coal  books  133 

retail  grocery  business  84 

sales  tickets  138 

Sinking  funds  357 

Speculative  assets  43,  44 

Statements  103,  104,  112 

of  assets  and  liabilities  103 

of  ledger  104 
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